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PREFACE 

During the past few years there has been a growing desire 
on the part of the general reading public and of students to 
know of what goes on inside a bank. This is no illegitimate 
desire. Of all business institutions perhaps banks come the 
most closely into contact with the public by virtue of their 
fiduciary relations. Again, banks in the last decade have 
extended their services into new fields and it is to the interest 
of the banks, as well as to that of the public, that as many 
persons as possible should know of the scope and variety 
of a modem bank's activities. Furthermore, banks through- 
out the country are making calls upon schools and luiiversities 
for new blood, while at the same time the schools are giving 
increasing attention to a systematic study of banking as a 
division of modem complex economic life. It is hoped, as 
one of the purposes of this book, to provide the student with 
a comprehensive and authoritative exposition of modem bank- 
ing practice. 

There is .also a commendable disposition among banks to 
exchange information about themselves. While the National 
City Bank makes no presumptuous claims in this connection, 
yet, because of the innumerable requests for information that 
are sent in by friends and correspondents all over the world, 
there is justification for the hope that bankers everywhere 
may find some advantage in knowing of this bank's method 
of doing its work. It is also hoped that the National City 
Bank may have the advantage of whatever criticism its friends 
may care to make. 

In preparing the work the endeavor has been to keep in 
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IV PREFACE 

mind the needs of three classes of readers, viz.: the banker, 
the special student, and the general reader. The aim is to 
give an insight, in considerable detail, into the actual work 
of a large international bank. Each banking operation is 
set forth herein as it is performed in the National City Bank 
of New York. No attempt is made to put forward. or develop 
new theories of banking, nor, as a matter of fact, to deal with 
theories at all. There are in existence already many books 
which treat this subject in an admirable way. The actual, 
rather than the ideal, is the subject matter of the present 
volume. 

It is obvious that this plan has its disadvantages. It is 
virtually impossible to keep such a work up to date. Any 
organization of considerable size is dynamic rather dian static; 
it is constantly tmdergoing changes and improvements. Again, 
one is under obHgation to show the defective as well as the 
good if he would depict accurately the organization of a living 
institution. No organization is perfect, much less one which, 
like the bank of today, is just emerging from conditions 
imposed upon it by international warfare. Nevertheless it is 
hoped that the advantage of setting forth facts as they are 
rather than as they will be at some future time, or as an 
idealist might hope that they could be, will outweigh the 
obvious disadvantages of presenting the practical side of bank- 
ing in detail. 

The foundations of this book have been long in the mak- 
ing. The original idea found expression a number of years 
ago in various books for internal use in the bank. To teach 
tiie work of the bank to new employees, and old ones as 
well, was felt to be a most important duty. Accordingly 
in 1912 Mr. J. H. Carter then chief clerk, now vice-president 
of the bank, with the assistance of department and division 
heads, prepared a book describing the work of each depart- 
ment This book was followed in 1914 by a much larger 
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PREFACE V 

work which took the form of mimeographed copies of lectures 
given by department heads and officers before a class in bank- 
ing made up also of officers and department heads. This work 
proved so successful that the idea underlying the present book 
was brought to the front. Why not produce a book which 
in addition to being useful in the bank's internal educational 
work would also fit into any educational program which 
would include those outside the bank as well ? 

In developing this larger project it was seen that unity 
would be attained only by employing an editor to devote his 
whole time to collecting the available material and to pre- 
paring the book. Accordingly a man was obtained who was 
left largely to his own devices in preparing the projected book. 
The result, while an excellent product, stressed banking history 
and theory rather than exposition of actual bank operations. 
A revision of the entire plan of procedure was therefore 
determined upon. 

At this stage in the work the present editor was called, 
and an editorial committee consisting of Mr. E. E. Agger, 
then assistant to the president of the bank, Mr. Jacob Wohn- 
siedler, vice-president, Mr. G. A. Kurz, assistant vice-presi- 
dent, Mr. E. R. Naar, assistant cashier, Mr. E. M. Earle, and 
Mr. A. L. Billingsley, was chosen to plan and to direct the 
work. 

After a survey of the ground and upon the basis of ex- 
perience gained from previous efforts, the committee decided 
that, inasmuch as the material collected by their predecessors 
had become out of date, it was necessary to build from the 
beginning. The editor, therefore, with the assistance of Mr. 
Amo Hoppert and Mr. Harold H. Wylie of the bank's college 
training class, has studied the work of each department of 
the bank at first hand and set down herein what he observed. 
Each chapter of the work has then been submitted to the 
division and department heads concerned as well as to the 
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members of the committee and certain other specialists in the 
bank for criticism and suggestions. A committee consisting 
of Mr. William A. Simonson, executive manager, Mr. J. H. 
Carter, and Mr. G. E. Gregory, vice-presidents of the bank 
has passed upon the book from the standpoint of the manage- 
ment. Mr. Gregory has also made many helpful suggestions 
of a general editorial nature. The thanks of the committee are 
also due the New York Clearing House Association for 
assistance in gathering material for Chapter IV. 

From the foregoing brief outline, it is apparent tiiat no 
one man or small group of men can claim credit for whatever 
of value there may be in the work. It is a result of joint 
effort. Practically every officer and departmental executive 
in the National City Bank has assisted in its production. To 
them should go the credit, and to them are extended the 
sincere thanks of the editor and of the committee. If this 
book has any points of merit, it is a tribute to the co-operative 
spirit which permeates the organization of the National City 
Bank. It was this co-operative spirit which alone made the 
production of the book possible. 

The Editorial Committee, 
The National City Bank 
OF New York, 
New York City, 
February i, 192 1. 
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CHAPTER I 
THE FUNCTIONS OF A BANK 

Indispensable Banking Services 

The organization known as a bank flourishes in the 
economic structure because of certain indispensable services 
it performs. Its work as a whole can best be visualized by 
an inquiry into the nature of these services, which may be 
classified as the deposit, the note-issuing, the exchange, the 
loaning, and the fiduciary or trust functions. These con- 
stitute the characteristic functions of a bank. In addition 
there are such operations as accounting, purchasing, personnel, 
etc., which may be termed the auxiliary operations. 

The Deposit Function 

The deposit function is first in importance because it pre- 
pares the basis for other operations. In performing this func- 
tion the bank receives cash or its commonly accepted equiva- 
lents from its customers, and in exchange it gives them bank 
credit, that is, the right to draw checks against the amount 
deposited. 

The economic service of the deposit fimction consists in 
providing the business community with a convenient medium 
of exchange which is more desirable than even the money 
which may give rise to it. As a medium of exchange, money 
has some disadvantages, among which are the risk of its 
storage and transportation, the costliness of the basic material 
from which metallic money is made, the losses from wear and 
tear in circulation, the difficulty of tracing money as it passes 
from hand to hand, and many others. 

Economic progress has been constantly toward a more and 
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4 RACTICAL BANK OPERATION 

more satisfactory medium of exchange. First barter with all 
its disadvantages was used, then metallic money, then paper 
money. Finally came the bank check representing the highest 
development. Under a system of exchange carried on by 
check, the holder of cash or its equivalent exchanges it for 
bank credit — a thing without substance which, granting that 
the bank remains solvent, cannot be lost and which cannot 
waste away in use. To use bank credit as a circulating 
mediimi, the holder merely draws checks against his balance. 
These may be drawn in the desired denominations, they are 
drawn upon a material of negligible cost, and they may be 
readily transported. If lost they can be traced and it is next 
to impossible for anyone but the rightful ovmer to recover 
on them. Furthermore, a check returns to the drawer who 
may use it as a receipt for his payment. In countries where 
the system of banking is highly developed the greater part 
of the actual money in the community is to be found in the 
banks where it serves as the basis for deposit credit. The 
circulating medium consists principally of checks drawn against 
these deposit credits. 

A bank can successfully induce its customers to exchange 
their cash or its equivalent for bank credit so long as this 
credit is more attractive to them than the actual cash with 
which they are to part. As noted in the preceding paragraph, 
a variety of factors enter into the attractiveness of bank 
credit — its divisibility into convenient units, its portability, its 
wide acceptability, its security, etc. Most important of these 
is security. 

The security of bank credit is the safety of the bank itself 
and a discussion of the elements which contribute to such 
safety would lead the present discussion far afield. So far 
as the depositor is concerned, the safety of bank credit depends 
upon the bank continually keeping on hand the wherewithal 
to meet the checks which he may draw and its actually 
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tHE FUNCTIONS OF A BANK 5 

meeting all proper demands made upon it. In other words, 
depositors entrust their funds to the bank because they feel 
certain that they can obtain the return of an equivalent amount 
when they desire. Hence the bank's paying operations, which 
consist in keeping on hand a supply of lawful money and 
in paying checks when they are presented, may be considered 
as a component part of the deposit function. 

Note-Issuing Function 

If the bank under consideration is a bank of issue, it may 
make a part of its payments in its own bank notes. Then 
the note-issuing function comes into operation. In the United 
States a national bank may exercise this function by purchas- 
ing and lodging as security with the United States Treasury, 
government bonds of certain issues. It is then permitted 
to issue its notes in an amount equal to the par or market 
value of the bonds, whichever is lower, provided the amount 
of such issue does not exceed the paid-in capital of the bank. 
While the privilege of note issue is used more or less exten- 
sively by the national banks of the country, this function is 
gradually being taken over by the federal reserve banks. 

The Exchange Function 

The exchange service performed by a bank may be ex- 
plained by illustration. Let it be supposed that a merchant 
in St. Louis, Missouri, has purchased a bill of clothing amount- 
ing to $6,000 from a New York manufacturer. When the 
bill falls due the buyer settles by sending the New York 
manufacturer his check drawn upon a St. Louis bank. This 
check is St. Louis funds, i.e., it is payable in St. Louis, and 
without the exchange service of banks the holder in New York 
would be put to the inconvenience of either sending the check 
to St. Louis and having the bank there ship him actual money, 
or of searching New York until he found someone who owed 
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a debt in St. Louis and was willing to purchase the check for 
the purpose of making remittance. Under a system of highly 
developed exchange carried on by the banks, the holder of 
the check is put to no such inconvenience. He merely deposits 
it in his New York bank. He receives New York funds in 
exchange for it, i.e., the right to draw checks against the 
New York bank to a corresponding amount, less, perhaps, 
a small fee, and he is not concerned further with the transac- 
tion except for his contingent liability as an indorser on the 
check. 

The exchange transaction may take a variety of forms. 
If the payment must be made in haste the buyer might have 
his local bank telegraph its New York correspondent to pay 
the creditor the desired amount. Again he might purchase 
a draft drawn on a New York bank and remit it to his 
creditor. Instead of the St. Louis merchant taking the initia- 
tive and sending a check, the New York merchant may draw 
a draft on him for the amount of the indebtedness. The 
drawer of the draft would then leave it with his local bank 
for collection. Transplant the St. Louis merchant to Rio de 
Janeiro, Brazil, and foreign exchange arises. Yet the prin- 
ciple is the same in all cases. The bank makes local funds 
available in exchange for distant ones, or vice versa. 

The exchange transaction may involve the mere bridging 
of distance, as in domestic exchange. In performing the 
foreign exchange function, however, the exchange transaction 
has a wider significance. It involves not only bridging 
distance, but also differences in monetary standards and na- 
tional customs. 

In the aggregate the exchange operations of banks perform 
the highly useful service of clearing international and inter- 
sectional claims and credits. Let the exchange transaction 
between the St. Louis and the New York bank mentioned 
above be considered again. It has been noted that the New 
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THE FUNCTIONS OF A BANK 7 

York bank exchanges New York funds for St. Louis funds. 
These St. Louis funds it converts into New York funds by 
charging the account of a St. Louis bank or by receiving 
a remittance in New York funds from St. Louis. Were 
such transactions to continue in this one-sided way, the supply 
of funds standing to the credit of the St. Louis bank would 
soon be exhausted and it would be necessary for it to ship 
money to New York. The transaction is not one-sided, how- 
ever. Customers of the St. Louis bank are constantly present- 
ing claims payable in New York to their local banks in ex- 
change for local funds. These are sent to New York where 
they are applied to building up the balance to the credit of 
the St. Louis bank, i.e., its supply of New York funds. 

If now the illustration be extended to include the exchange 
dealings of the banks of a whole community or country with 
those of another, it is apparent that the claims of the one 
are made to offset those of the other. Only balances need 
be settled by shipments of money. If, as is usually the case, 
the claims tend in the long run to be equal, it will be unneces- 
sary to ship money at all. 

The Loan Function 

When a bank exchanges present funds for future funds 
the transaction is a loan or a discount. Consider again the 
situation of the New York manufacturer. In the fall he 
may need to make outlays for materials and labor in order 
to manufacture for the spring demand. If he is a progressive 
business man he may desire to expand his business beyond 
the limitations of his own funds. He raises the needed funds 
by borrowing at his bank. On the strength of its estimate 
of his honesty and his ability as a business man the bank 
loans him the required amount, taking in exchange his note 
drawn to mature when the manufactured product is sold and 
the proceeds of the sale are available. 
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Strictly speaking, the bank's economic service here is that 
of exchanging present funds for future funds — ^that of bridg- 
ing time. Under the capitalistic system of production there 
is an interval of time between the outlay and the income. 
The manufacturer makes outlays for materials and labor; 
later he receives the proceeds from the sale of finished goods. 
The merchant makes his outlay for merchandise at wholesale, 
and after paying wages and expenses of exhibiting and selling 
the goods, he is reimbursed by their sale. In the spring the 
planter makes his outlay for cotton seed, and during the 
summer for labor, expecting the whole outlay to be returned 
in the fall in the form of the ripened crop. It is in bridging 
this characteristic gap between the outlay and the income of 
funds used for production that the bank performs one of its 
chief economic functions. 

In exercising this loaning function a bank goes beyond 
the mere bridging of time. It places the funds of those who 
are not disposed to use them at the disposal of those who 
are. Persons who have funds which they are not using tem- 
porarily, deposit them with some bank, possibly on a time 
arrangement. The bank uses these idle funds as a basis for 
supporting loans to those who need funds to carry on their 
operations. Thus, in the first place, the full usable capital 
of the community is kept constantly employed. In the second 
place, the handicap of a relative lack of capital is removed 
from those who otherwise are equipped to succeed in a busi- 
ness way. 

Herein lies perhaps a bank's greatest service, and at the 
same time its heaviest responsibility. Under a system of 
free banking it may be said that no man need be seriously 
restricted in his economic endeavor by lack of capital alone. 
If he is worthy of trust, if his enterprise is legitimate and 
well chosen, there is always a bank willing to advance him the 
fimds he needs. The fact, however, that a bank uses the 



Digitized by 



Google 



THE FUNCTIONS OF A BANK 9 

funds of others to whom it must account for every dollar, 
demands that each enterprise which it stands behind in a finan- 
cial way be chosen with unerring judgment as to its successful 
outcome. This very fact operates toward the economical em- 
ployment of the funds of the community in successful enter- 
prise. It is a check against misguided projects with their 
resultant waste of capital. 

Finally, in exercising their loaning function banks add 
to the volume of funds available for use in the community. 
They act as manufacturers of usable funds. To illustrate 
this service of a bank, a hypothetical case may be considered. 
Suppose that a bank begins business with a capital of 
$1,000,000 and a surplus of $100,000 fully paid in cash by 
the stockholders. Its financial position would be: 

Cash Capital and Surplus 

$1,100,000 $1,100,000 

Owing to the business reputation of the incorporators and 
to the convenience of having funds in the form of bank 
credit, it can be assumed that this bank will attract net cash 
deposits of perhaps $4,000,000. That is, customers of the 
bank would leave on deposit with it on the average of 
$4,000,000. Under these circumstances the bank's financial 
position would show: 

Resources Liabilities 

Cash $5,100,000 Capital and Surplus. . .$1,100,000 

Deposits 4,000,000 

Thus far the function of the cash, $5,100,000, shown on 
the asset side of the statement is solely to act as a reserve 
fund to meet checks drawn against the $4,000,000 deposits on 
the liability side. It is apparent that this amount is far in 
excess of requirements. At no one time will all the depositors 
withdraw their balances in full. The bank needs to keep 
on hand only an amount of cash slightly in excess of what 
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they do withdraw. Each bank arrives at this figure by ex- 
perience and expresses it in the form of a ratio termed the 
"reserve ratio." Let it be supposed that the hypothetical bank 
decides upon a high ratio of 20 per cent. Then it would 
need to keep on hand a reserve of 20 per cent of $4,000,000 
(the amount of deposit liability outstanding), or $800,000. 
From its balance sheet shown above, the idle cash would be 
the difference between $5,100,000, the cash actually held, and 
$800,000, the cash needed as reserve, or $4,300,000. 

The bank now begins to engage in the loaning business. 
Suppose every borrower asked for and received cash at the 
time his loan was made. The capacity of the bank to carry 
loans would be $4,300,000 and its balance sheet would be as 
follows : 

Resources Liabilities 

Cash $ 800,000 Capital and Surplus. . .$1,100,000 

Loans and Discounts. . 4,300,000 Deposits 4,000,000 

As a matter of fact borrowers do not desire actual cash. 
They take credit on the books of the bank, which has the 
same attraction for them as for those who actually deposited 
cash in exchange for bank credit. Loans build up deposit 
liability. Let it be supposed that those who are borrowers 
at the bank receive credit on its books for the full amount 
of their borrowings, and of the amount so credited ($4,300,- 
000) they maintain average balances of $2,000,000. The 
position shown in the preceding paragraph, would now be 
changed to: 

Resources Liabilities 

Cash $2,800,000 Capital and Surplus. . .$1,100,000 

Loans and Discounts. . 4,300,000 Deposits 6,000,000 

The bank now has a deposit liability of $6,000,000 against 
which it holds $2,800,000 cash, not to mention loans and 
discounts which will mature shortly. Its experience shows 
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that it needs only 20 per cent of $6,000,000, or $1,200,000 
cash, instead of the $2,800,000 which it holds. There is, 
therefore, an excess of $1,600,000. On the basis of $1 reserve 
cash to each $5 of deposits liabiHty, this excess is sufficient 
to support additional loans to the amount of $8,000,000 more 
and the bank's financial position becomes: 

Resources Liabilities 

Cash $ 2,800,000 Capital and Surplus. .$ 1,100,000 

Loans and Discounts. 12,300,000 Deposits ^. .. 14,000,000 

This illustration is not given with the object of showing 
the true loaning capacity of a bank. It omits many factors 
which must be taken into consideration. The idea is rather 
to show that a bank makes more funds available for the 
community than it actually has entrusted to it. In the illus- 
tration the bank has the use of only $5,100,000 actual cash. 
This is safely expanded into loans and discounts amounting 
to $12,300,000. In other words, the business community, 
including its own shareholders, entrusts the bank with $5,100,- 
000 and this same community receives in return the use of 
$12,300,000. 

Fiduciary or Trust Functions 

On account of their experience and fitness for handling 
financial affairs, many banks act in a fiduciary capacity for 
their clients. In exercising this function the bank becomes the 
holder of property which it is to use according to the instruc- 
tions of the trust. Property is kept productive without wastage 
and the principal as well as the increment is applied im- 
partially according to the desires of the person who entrusted 
it to the bank. The economic service rendered is that of 
perpetuating the will or desires of those who have property. 
The corporate mind of the bank with its fairness, its 
permanency, its skill, and its firmness, is substituted for the 
perishable human mind. 
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Auxiliary Operations 

The functions so far described may be termed the char- 
acteristic banking operations. In any business organization, 
however, there are in addition to its characteristic functions 
certain operations which must be performed to facilitate the 
characteristic ones. These auxiliary functions are accounting, 
purchasing, employment, research, correspondence, organiza- 
tion, administration, etc. While they vary in different types 
of business, their essentials are the same with all. These 
operations are also found in a bank. 

Summary of Banking Functions 

In summary it may be said that a bank is chiefly a manu- 
facturer of credit. Its raw material is the credit instrument 
held or produced by its clients. In their raw state these 
instruments have certain undesirable features which induce 
their holders to part with them. They may be payable in 
the future when present funds are wanted. They may be 
payable in a foreign monetary unit when domestic funds 
are wanted. They may be payable at some distant point when 
local funds are desired. A holder may have money when 
deposit credit would serve his purpose better. In exchange 
for all these forms of raw material the bank gives its own 
credit, in whatever form is most useful to the particular 
client. 

In this book the purpose is to show how a particular in- 
stitution, the National City Bank of New York, performs the 
functions just enumerated. 



Digitized by 



Google 



CHAPTER II 

THE RECEIVING OPERATIONS 

General Statement of Receiving Operations 

The process of receiving deposits is probably more nearly 
an initial banking operation than is any other. It is a process 
of operating upon raw material in the sense that the items 
received come from outside the bank. Again the receiving 
operation is an initial one in the sense that it sets many others 
into motion. Such operations as clearing checks, keeping and 
caring for cash, collecting city and transit items, etc., are 
the direct consequents of the operation of receiving items on 
deposit. 

In a somewhat less direct way the principal function of 
the bank, viz., that of making loans, is dependent upon the 
receiving operations for support. It would not be true to say 
that the bank builds up a fund of cash through its receiving 
operations and then passes this fund out to borrowers, for 
borrowers do not, as a rule, ask for or receive the proceeds 
of their borrowings in cash. They receive instead credit on 
the books of the bank. In other words, loans create deposit 
liability. The amount of deposit liability which ^he bank can 
incur in exchange for customers' notes in this way is, however, 
limited by reserve requirements. Normally, cash reserve for 
supporting deposit liability is accumulated and maintained 
largely through the receiving operations. The relationship 
between the receiving operations and the loaning operations 
is, accordingly, this: the receiving operations build up and 
maintain a cash fund; this cash fund becomes cash reserve; 
the possession of cash reserve gives the bank capacity for 
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building and expanding its deposit liability; deposit liability 
is in turn expanded through the loaning operations. Thus 
the results of the receiving operations support and limit the 
loaning operations. 

Nature of Receiving Operations 

At the outset a distinction must be made between cash 
items and collection items. When a customer of the bank 
makes a deposit he exchanges certain items for immediate 
credit on the books of the bank. These become the property 
of the bank and are spoken of as cash items. On the other 
hand, when a customer leaves items for collection he merely 
employs the bank as his agent. Immediate credit to his 
account or payment for the collection is not given; the bank 
agrees to make the proceeds available for the customer's use 
only after collection has been effected. An item of this sort 
is termed a collection item. A distinction between these two 
classes of transactions is important because of the fact that 
the bank sets up different machinery for handling each. The 
receiving operations, which are the subject of this chapter, 
involve exclusively the handling of cash items. 

In planning its organization to care for the work of receiv- 
ing deposits a bank has in mind chiefly service requirements. 
Local customers bring their deposits in person or send them 
by messenger. They must be accommodated by courteous 
and attentive window service. Out-of-town depositors, how- 
ever, must have an entirely different type of service, since 
their deposits come by mail or express. Depositors in the 
bank's foreign department likewise require a distinct type of 
service. To care for these demands the bank is organized 
for receiving deposits as follows: first, there is a receiving 
teller's department which attends to receiving the deposits 
of local customers ; second, there is a mail teller's department 
which cares for receipts from out-of-town depositors; and 
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third, there is a receiving section in the foreign teller's depart- 
ment which receives items for the credit of foreign accounts. 

Function and Organization of Receiving Teller's Department 

The work of the receiving or second teller's department 
is more or less known to the average reader, for a receiving 
teller's department is to be found in all banks save the very 
smallest. The function of this department is to receive and 
receipt for, prove, record, and distribute the cash items which 
customers deposit over the window. 

The work of the receiving teller's department consists of 
two parts: receiving deposits at the window; and proving, 
sorting, and distributing the receipts. Since the function of 
this department is to serve the local customers of the bank, 
the organization is determined by the needs of these customers. 
Customers of a large down-town bank make relatively few 
deposits in number, although the individual deposits are as 
a rule large in size. The window work of the department 
is performed, therefore, by a small force of tellers. 

The second phase of the work, which consists in proving 
and distributing the cash items received, is performed for the 
most part in the afternoon. During the morning the work 
of the department is comparatively light as depositors generally 
follow the custom of making their deposits near the close of 
the business day. In the morning, too, those departments 
of the bank which depend upon the receiving teller and the 
mail teller (who receives the deposits which come by mail) 
to furnish them with the raw material for their day's work 
are occupied with the heavy early morning receipts of the 
mail teller. Under these circumstances only the relatively 
few extra large items are passed completely through the sort- 
ing, proving, and distributing process of the receiving teller's 
department early in the day. Most of the material is held 
over for the afternoon. In the afternoon certain clerks are 
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released from those departments which have the heavy part 
of their work to perform in the morning, and these clerks, 
acting imder the direction of a member of the receiving teller's 
department, attend to the work of sorting, proving, and dis- 
tributing the day's receipts. 

Incoming Deposit 

Before making his deposit the customer indorses his 
negotiable instruments (checks, drafts, etc.), counts his money, 
and prepares a deposit slip. Depositors are in most cases 
familiar with the requirements of the bank as to what specific 
items it will receive on a cash basis and what items it will 
take on a collection basis only. Upon the deposit slip the 
former only are listed. They include currency, checks, sight 
drafts, certified checks, and coupons from United States bonds. 
Occasionally other items may be received on a cash basis by 
special arrangement. 

Examination of Deposit 

It is apparent that somewhere in the banking process the 
deposit slip and each item contained in the deposit must be 
carefully examined — the deposit slip for accuracy, and the 
items for such defects as faulty or missing indorsement, 
stop-payment orders, insufficient funds, forgeries, alterations, 
etc., in the case of checks; and inaccuracy of count, alterations, 
and coimterfeits in the case of money. It is equally apparent 
that it is impossible and impracticable for the window man 
to attend to all these matters of scrutiny. This situation 
is met by shifting the burden of making examinations to 
others in the department and to other departments which 
receive the material after it has passed through the hands 
of the receiving teller. For example, the proving force of 
the department verifies the accuracy of the deposit slips. Like- 
wise the bookkeepers have the duty of detecting all checks 
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drawn on the bank which it cannot pay because of stop-pay- 
ment orders, insufficient funds, forgeries, alterations, and miss- 
ing indorsements, while the money department has the respon- 
sibility of examining and passing upon all money received 
into the bank. Under a system of this sort the receiving teller 
serving at the window examines the deposits only for those 
defects which cannot be readily discovered afterwards; the 
deposit is received subject to correction, should the need 
arise. 

Exchange Charges 

As a general thing, in handling exchange charges the prac- 
tice in the bank is to have the transit department assess the 
exchange charges when it sends the country items out for 
collection, (See page 119.) Some depositors, however, prefer 
to pay exchange at the time of making their deposits, and 
in a case of this kind the receiving teller accepts the payment. 
He credits the note teller for such exchange collected since 
the note teller keeps the accoimt for exchange paid over the 
window. Upon receipt of notice of this credit from the receiv- 
ing teller, the note teller credits the bank's exchange account 
and debits the receiving teller for the amount of the exchange. 
The receiving teller also prepares a list of his receipts for 
the transit department to prevent the latter department from 
charging the exchange a second time in the regular course of 
its business. 

Depositor's Receipt 

After the deposit has been accepted the customer is given 
a receipt for the amount. This receipt takes the form 
of a pass book entry, or a duplicate deposit slip. The receipt 
is an evidence of a credit to the depositor's account subject, 
of course, to corrections. The depositor leaves the bank with 
the right to draw checks against the deposit, while the bank 
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has increased its holdings of cash or cash items to a corre- 
sponding amount. 

Despatch of Special Items for Collection 

As has already been noted, the majority of the deposits 
are retained in the department until the afternoon when a 
separate force proves them, and sorts and distributes the con- 
stituent items throughout the bank. Frequently, however, 
items are received which it is advisable to rush through the 
collection process without waiting to make a proof. For 
example, the bank saves interest for one day if it rushes items 
through the clearing house, the transit department, or the 
city collection department upon the day of receipt rather than 
upon the following day, as would be the case if the items 
remained in the receiving teller's department until the after- 
noon. Such items, accordingly, are sent immediately to the 
departments which are to collect them. Likewise large pieces 
of currency are immediately turned over to the paying teller, 
who has the custody of the cash of the bank. To replace any 
items which may have been withdrawn from the deposit for 
reasons of this nature, a "take out and charge" ticket is pre- 
pared in order that the proof may be complete. 

Sorting, Proving, and Distributing the Receipts 

The object of the sorting, proving, and distributing 
processes is, first, to distribute the items received to other 
departments of the bank for attention without delay ; second, 
to obtain journal entries for the transactions passing through 
the department in order that they may be recorded in the 
general ledger; and third, to prove the accuracy of both the 
journal entries and the customers' deposit slips. 

The constituent elements in a particular deposit consist 
of: (i) the deposit slip, and (2) the cash items making up 
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the deposit. The deposit slip is used to represent the credit 
to the depositor's account, while the items themselves are a 
debit to cash. 

Disposition of Credit Items 

To facilitate the work of the ledger bookkeepers the deposit 
slips are divided into groups according to the subdivisions 
of the depositors ledgers, and those contained in each group 
are sent to the bookkeeper in charge of that ledger as soon 
as a convenient amount has accumulated. The receiving 
teller's department retains a triplicate record of these sendings. 
One copy of this record is forwarded to the statement clerks 
of the bank to serve the purpose of original data for posting 
to the customer's statement of account (see page 542), a 
second copy accompanies the deposits which it represents 
through the proving process, and the third copy becomes the 
basis of a report to the general bookkeepers of the bank, show- 
ing the total credits sent by the receiving teller to each 
depositors ledger. (See Form i.) 

Proof of Receipts 

The work of proving the deposits is performed by a 
separate force. The basis of the proof is the batch, which 
consists of a volume of duplicate deposit slips and their off- 
setting cash items of convenient size for working. 

The various items making up the batch are sorted into 
two divisions: the credits, or interdepartmental deposit tickets, 
in the one division, and the debits or cash items, in the other. 
The debits are then divided into the following categories: 

1. Qearing house items — checks and other instruments 

drawn payable by banks which clear through the 
New York Clearing House. 

2. Checks drawn upon the bank itself (these are called 

"Eights" in the work of the National City Bank 
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of New York, since the clearing house number of 
this bank is eight). 
Sights — drafts drawn upon city drawees not reached 
by the city collection department of the New York 
Clearing House. 
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4. Trusts — drafts drawn upon city drawees which can 

be reached through the city collection department 
of the clearing house. 

5. Small countries — checks under $500 drawn on out-of- 

town banks. These appear only in the afternoon 
work when "small countries" are sorted separately 
from "large coimtries" listed below, because the 
small items are to be laid aside for the night force of 
the transit department in order that the imdivided 
attention of the afternoon force may be given to 
sending the large countries for collection. 

6. Large countries — country checks contained in the 

afternoon work which are large enough to make it 
profitable to pay special attention to despatching 
them for collection on the day of receipt. 

7. Cash — ^the money itself will have been taken out of 

the deposit and this item will consist of cash tickets 
substituted therefor. 

8. Checks drawn upon banks for which this bank clears. 

9. Large sight drafts— city items of a size large enough 

to make it profitable for the bank to collect them 
by messenger on the day of receipt. 

The proof clerks make a separate list of the items con- 
tained in each of these categories, attaching each list to its 
proper group. They then prepare a proof of the batch (Form 
2). The principle of the batch proof is to be found in the 
axiom that the whole is equal to the sum of its parts. One 
part of the proof shows the distribution of the debit items 
according to the categories shown above; the other gives 
the total credits making up the batch subdivided according 
to ledgers. The stun of the deposit tickets must equal the 
sum of the contents of the deposits. When the batch proof 
is .thus found to balance, the items contained in the batch 



Digitized by 



Google 



22 



PRACTICAL BANK OPERATION 



Sortedby ^L4ttf:i^^ 



Listed by 




SighU 



^^L. 



Trust Go's 



dM. 



i^ 



Small Countries 



JT 



/S3 



Ji? 



Large 



Cuh 



M. 



zM. 



£1^ 



f 



3^6 



as 



SSighto 



(^ 



o^s 



d^ 



FX8 



irz_ 



^o_ 



Large Sight Drafts 



il^ 



(TdV 



(Ttr 



ToUl 



^^^ Z6/^ 



30 



n^^^ ^^. ^ 




4^jyo/^^6f 



T&uf 



^. ^ 



^^ 



^^^^ 



^;zi' 



TtuJ'^^t^ z^ /^ 



Z^ 4^i^ 



iZ. 






^x^ 



^^ 



^:^ 



^Sa2^/^3{? 



Form 2. Receiving Teller's Batch Proof. (Size 5M x 8 J^.) 

' 8 (ichtt " means drafU drawn on banln for which the bank dears; " P z S " thoM dr«wn 

on the foreign division of the bank. 



Digitized by 



Google 



THE RECEIVING OPERATIONS 23 

are ready to be passed on to the other departments of the 
bank. If in proving the batch it is discovered that the customer 
has made an error in his deposit slip, a correction ticket 
is sent to the ledger bookkeeper and the customer is advised 
of the error. 

Disposal of Debit Items 

After the various debit items have been proved they are 
disposed of to the different departments of the bank as follows': 

1. The clearing house checks are charged to the paying 

teller but sent to the assembly rack. 

2. The checks drawn upon the bank itself are charged 

and sent to the check desk. 

3. The sights, trusts, small countries, and checks upon 

banks for which the bank clears are charged to 
the city collection department, but the small sights, 
trusts, and small countries are sent to the transit 
department to be sorted by the night force. 

4. The large countries are charged and sent to the 

transit department. 

5. The cash is charged and sent to the paying teller. 

Receiving Teller's Daily Proof 

A departmental daily proof may be defined as a record 
of the changes in the accounts of the bank occasioned by the 
work which passes through a department on a given day. In 
addition to requiring regular entries on the books of the bank 
to cover charges in assets and liabilities, income, expenditures, 
etc., bank accounting calls for a detailed record of the cash 
items as they pass from one banking process to another. 
Accordingly each operating department prepares a proof in 
which it gives credit to every other department of the bank 
for the aggregate amount received from that department, 
and to the accounts of the bank as well for credits made 
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to them. Likewise the department debits other departments 
for cash items which have been passed to them during the 
day and the accounts of the bank for charges which have 
been made to them. A departmental proof is therefore a 
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condensed journal record of the entire work of a department 
for a given day. 

In keeping with such an arrangement the receiving teller 
assembles his batch proof figures into a trial proof from 
which the departmental proof (Form 3) of the day's opera- 
tions is prepared. On Form 4 is shown the disposition of 
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the various items that pass through the receiving teller's 
department during the course of a day's work. 

Mail Teller's Department 

The mail teller acts as a receiving teller for deposits from 
out-of-town domestic customers. Accordingly it is the chief 
function of the mail, or fourth teller's, department to receive, 
prove, record, distribute, charge, and acknowledge the cash 
items which come to the bank by mail. Incidentally all 
ordinary mail which is addressed to the bank passes through 
this department for examination. Those letters which contain 
cash remittances are retained and they become the material 
upon which the department works. Non-cash letters are 
passed on to others for distribution throughout the bank. 
Letters containing items which are to pass through the work 
on a collection basis are handled by the mail teller, but simply 
in a preliminary way, and they are only incidental to the 
regular work of the department. Another incidental function 
is that of preparing the morning exchanges for the clearing 
house. This work will be described in the chapter on the 
clearing operations (Qiapter IV). 

A mail teller's department is not found in small banks 
nor in many large ones, for the volume of the work is not 
so large that the receiving teller cannot handle it eco- 
nomically. A bank having extensive out-of-town connections, 
on the other hand, has a volume of incoming mail large 
enough to make such a department a necessity. Part of the 
mail consists of ordinary deposits received from out-of-town 
individuals, firms, and corporations who are customers of 
the bank. The larger part, however, comes from correspondent 
banks and represents items which these banks are collecting 
by depositing them with their city correspondent. The mail 
teller's department is therefore an organization to be found 
mainly in large bankers' banks. 
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Divisions of Day's Work 

The day's work in the mail teller's department is divided 
into three major divisions: viz., the night mail, the morning 
mail, and the afternoon mail, each of which is handled as 
an individual unit. The night mail consists of letters received 
from the post-office subsequent to the closing hour of the 
day before, and of "hold-overs," or items retained from the 
previous day's work. By beginning on the day's work before 
the bank opens, the mail teller's department not only makes 
it possible to complete its own work during the day of receipt, 
but it also evens up the flow of work into the other 
departments. 

An important function of the morning section is to prepare 
as many items as possible for the clearing house session at 
ten o'clock. Accordingly this section includes all letters which 
have come from the post-office since the night mail force 
completed its work, together with those items which other 
departments of the bank, such as the receiving teller, the 
paying teller, etc., have received before ten o'clock, and which 
they are able to send to the mail teller in time for the clearing 
house session on the same day. The morning section also 
handles morning items for those banks which use the bank 
under consideration as their clearing agent. The afternoon 
mail consists of all letters received after the morning mail 
has been completed. * 

The night mail is handled in precisely the same manner 
as is the morning mail. The handling of the afternoon mail 
differs from that of the morning mail chiefly in the disposition 
of the items through the bank, and this part of the work 
follows closely the routine of the receiving teller's department. 
Nothing would be gained by describing each division 
separately. The following discussion of the routine of the 
mail teller's department will, then, describe the work of a 
single division — the morning mail. 
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The Morning Mail 

Handling the morning mail is the main event in the day's 
work of the mail teller's department. Literally thousands of 
letters, containing thousands more of enclosed items, come 
into the department for attention at this time. Moreover, 
only two hours are available for completing the whole mass 
of work, if the bank wishes to send the clearing house items 
contained in the letters through the clearing house on the 
day of receipt. It is also necessary that the other operating 
departments of the bank receive their work from the morning 
mail in time to complete it before the items of the receiving 
teller begin to come in in large ntunbers. To meet this situation 
the mail department expands to several times its normal size 
by drawing additional workers from various departments in 
which the early morning work is light. 

Opening the Mail 

The mail comes first to a force of openers who carefully 
examine each letter for cash enclosures. This force lays aside 
for other departments those letters which do not contaiq cash 
items, as they bear no further relation to the work of the 
mail teller. Each examiner places a numbered stamp, which 
has been assigned to him for the day, upon the back of each 
letter. Responsibility for error in examining the letters is 
thus fixed updn the one who made the examination. After 
opening the letters the clerks clamp each cash letter with its 
enclosures and pass it to the sorting force. 

Sorting the Mail 

The sorters divide the letters into sections according to the 
division of labor under which the department operates, as 
follows: 

Section i. Letters to be credited to accounts found in 
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the national bank ledgers, Alabama — Idaho ; lUinois — 

Kansas; Texas — Wyoming. 
Section 2. Letters to be credited to accoimts found in 

the national bank ledgers, Kentucky — Mississippi; 

Missouri — New York. 
Section 3. Letters to be credited to accounts found in 

the national bank ledgers. North Carolina — Oklahoma ; 

Oregon — ^Tennessee. 
Section 4. Letters to be credited to accounts found in 

the state bank, trust company, and savings bank ledgers, 

Alabama — Illinois ; Indiana — Mississippi. 
Section 5. Letters to be credited to accounts found in 

the state bank, trust company, and savings bank ledgers, 

Missouri — New York ; North Carolina — South Dakota ; 

Tennessee — ^Wyoming; letters to be credited to the 

accounts contained in the individual ledgers, and credits 

for the collection ledgers. 

Work of the Rack Forces 

To handle the work contained in each section mentioned 
above, a rack force is in operation. The term "rack" denotes 
a box of pigeonholes into which items are sorted, but the 
term has also come to connote that part of the work which 
is performed by the force which sorts items into the rack. 
Thus the terms "afternoon rack," and "assembly rack," etc., 
are used. Each rack force of the mail teller's department 
operates as a unit. The work is exactly the same for each 
one and consists of proving the letters, sorting the enclosures 
for distribution throughout the bank, and preparing a proof 
of the work of the section as it is completed. A description 
of the work of one section will therefore suffice for all. 

As soon as a convenient volume of work for any one 
section has accumulated in the hands of the sorters it is 
segregated and a "batch" or "block" is taken to the force 
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which handles the rack for that section. The first task of 
each rack force is to determine that the items have been 
properly sorted to them. Those which belong to some other 
rack, but have been sorted to a given rack in error, are listed 
on the "in and out" proof of the department as an "out" to 
the rack receiving them in error, and as an "in" to the proper 
rack. The rack forces also examine each letter to see that 
it is addressed to their bank, i.e., that it has not been sent 
in error. 

Elimination of Collection Items 

Mention has already been made of the fact that the mail 
teller is concerned with collection items only in a preliminary 
way. The rack forces accordingly eliminate the items which 
have been sent to the bank on a collection basis rather than 
on a deposit or a cash basis. The letters may contain only 
cash items, only collection items, or both. The collection items 
are deducted from the footing of the cash letter, if they are 
included therein, and listed on a special interdepartmental 
letter which shows the name of the customer, the date, the 
face amount of the item to be collected, and any special instruc- 
tions received, such as advising payment by mail or by 
telegraph and instructions as to protest All collection items 
are then entered in a blotter and turned over to representatives 
of the departments which are to collect them, as follows: 

1. The coupons, to the coupon collection department. 

2. The out-of-town items, to the country collection depart- 

ment. 

3. Notes, to the note teller. 

4. Time drafts, documentary drafts, collections for those 

having no account with the bank, trade acceptances, 
items requiring special advice to the customer, and 
other items payable in the city, to the city collection 
department. 
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When all have been accounted for as having been delivered 
to the proper departments for attention, the mail teller's depart- 
ment is no longer concerned with collection items. The receipt 
of all such collection items, however, is acknowledged by the 
mail teller in connection with the advising of cash item receipts. 

Proof of Batch 

After the collection items have been eliminated the cash 
items are proved. The contents of the batch are divided into 
two parts: the letters, representing the credits to customers' 
accoimts, and the enclosed items, representing the debits to 
cash. The debit items are then subdivided according to the 
disposition which the department is to make of them after 
proving them. These subdivisions, which have the same sig- 
nificance as those used by the receiving teller, are as follows : 

1. Clearing house. 

2. Checks on the receiving bank itself. 

3. Trusts. 

4. Sights. 

5. Countries. 

6. Miscellaneous— currency, exchange, cash, and collec- 

tion return items. 

Members of the rack force add and list the items in edch 
of these six divisions of the debits and make them up into 
packages. A batch proof is then made which is similar to 
that used by the receiving teller's department (Form 2, 
page 22). 

The sixth division contains items which perhaps should 
be explained more fully. Whatever currency the mail teller 
receives generally comes to him through error of the remitting 
bank in sending by ordinary mail currency which it intended 
to send by registered mail or by express. This is charged and 
turned over to the paying teller. 
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Exchange and Collection Items 

Exchange in connection with collection items consists of 
charges which have been made by country bank correspondents 
for collecting items sent to them by the bank through the 
transit and the country collection departments. Out-of-town 
correspondents settle with the bank for the proceeds of items 
which they collect for it either by sending a remittance or 
by retaining the amounts collected and having their accoimts 
charged. In case the item sent for collection is a cash item 
and the second method of settlement is to be used, the bank 
charges the whole amount of the sending to the account of 
the proper collecting correspondent without waiting for advice 
from the correspondent regarding the charges made. When 
a bill for exchange charges covering a transaction of this sort 
is received, the bill is paid by simply sending it to the book- 
keeper to be posted to the credit of the correspondent's account. 

When items are sent to a correspondent for collection on 
other than a charge basis, debit for the face amount of the 
sending is made to a special account maintained with the 
correspondent in the collection ledger. After collection has 
been effected the correspondent makes settlement by sending 
a remittance for the face of the collection less its charges 
for exchange. In order that the entry in the correspondent's 
collection account may be closed out, the exchange is added 
to the remittance letter which is then sent to the collection 
ledger for posting to the credit side of the account. 

The mail teller's exchange charges are listed on exchange 
sheets and at the close of the day a ticket charging exchange 
for the full amount is drawn. After this ticket has been 
audited it is posted as a debit to the Exchange account. 

Cash and Collection Returns 

Cash return items are checks, drafts, etc., which previously 
were sent out by the bank's transit department and charged 
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to the accounts of correspondents. Because of insufficient 
funds, stop-payment orders, forged signatures, and other 
irregularities, the drawee banks have refused to pay them. 
The correspondents, therefore, charge them back and ask the 
receiving bank to credit their accounts where it previously 
debited them. The remittance letter constitutes the basis for 
crediting the correspondent's account and is sent to the book- 
keepers for credit in the regular way. The dishonored item 
is charged and sent to the city collection department which has 
the duty of recovering the amount involved from the customer 
who deposited the item. 

Collection returns, like cash returns, are those which out-of- 
town correspondents have failed to collect. They were not 
charged to account when they were sent out, however, hence no 
credit is to be made to the correspondents' accounts except for 
protest fees which may have been paid. Such fees are credited 
to the account of the correspondent which sustained them and 
charged to the city collection department, which department 
has the duty of recovering from the customer who sent the 
item for collection. In case no protest fees have been incurred 
the collection return item is sent to the country collection 
department instead. This department returns the item to the 
bank's client together with reasons for non-payment. 

Interest Delays 

While the bank gives immediate credit for deposits of 
items payable out of town, it does not have the use of them 
for loaning purposes until the time required for collection 
has elapsed. If the depositor of such items is receiving in- 
terest on his account, the bank obviously cannot include them 
in his interest-bearing balance. To make sure they are not 
included, a clerk from the transit department inspects the 
incoming remittance letters, and indicates the "interest delay" 
on each. This process consists simply in placing a stamp on 
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the letter showing the amount which is not immediately avail- 
able for use by the bank and the number of days required 
to collect it. When the letter passes to the bookkeeper for 
posting, as it does presently, the whole amount is posted to 
the credit of the sender's account while the interest delay 
is deducted in arriving at the balance upon which interest 
is computed. 

Disposition of Debit and Credit Items 

The debit or cash items contained in the letters are sorted 
and distributed just as are similar items in the receiving teller's 
work. Instead of sending the clearing house items contained 
in the morning mail to the assembly rack department, the mail 
teller's department performs the assembling process itself in 
order to prepare as many items as possible for clearing on 
the day of receipt. 

Remittance letters which contain credits for more than 
one bank are replaced by departmental credit tickets, one for 
each bank which is to be credited. After the letters have been 
marked for interest delay they are sent to the bookkeepers 
who post them to the credit of the customers' accounts. The 
letters then are returned to the mail teller's department where 
they are used as the basis for letters acknowledging the receipt 
of the remittances. These letters are prepared in duplicate, and 
in case one customer has sent a remittance for the credit of 
another, a third copy of the letter is made for the depositor 
whose account was credited. 

To eliminate so far as possible errors in advising, the 
letters of advice are proved against the remittance letters. 
The original advice is then sent to the outgoing mail depart- 
ment to be forwarded to the remitter. The duplicate letter 
is sent to the statement clerks in the customers bookkeeping 
department. It will be recalled that the ledger bookkeepers 
in that department have posted their credits from the remit- 
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tance letters. The statement clerks use the duplicate letters 
of advice in posting credits to their statements of the remitters' 
accounts. At the close of the day the ledger bookkeepers and 
the statement clerks check their work against each other. 
Proof of the accuracy both of the entries and of the letters 
of advice is thus obtained. 

Special Instructions Force 

A special force in the mail teller's department cares for 
all the instructions received from depositors. These are of 
two kinds: the standing orders, and the special instructions. 
The standing orders consist of requests to advise a concern's 
home office of deposits received from its branches, to change 
addresses in mailing letters of advice, to wire advices in con- 
nection with certain deposits, and a wide variety of similar 
directions. When the bank receives a request to furnish 
special service of this nature the mail teller is advised of the 
order and his is the responsibility of handling each transaction 
in accordance with the customer's wishes. These standing 
instructions are filed in a tickler and are kept up to date by 
the clerks who are in charge of this phase of the mail. Special 
instructions are those which pertain to a single letter or to 
only one or more items in a letter. They consist principally 
of requests to wire the remitter concerning the fate of an 
item in its passage through the collection process. The instruc- 
tions force examines each letter and makes sure that each 
special and standing order has been strictly followed. The 
remittance letters are then forwarded to the general files of 
the bank. 

MaU Teller's Proof 

The proof of the day's work of the mail teller's department 
is one of the most elaborate in the bank. It illustrates the 
"batch," or "block," system of preparing proofs so well adapted 
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to use by bank departments in proving and recording their 
day's work. At the same time a description of the mail 
teller's proof serves to bring out the fimdamental principles 
of the batch system. This proof is, therefore, given somewhat 
in detail. 

The system of proving can be imderstood only by keeping 
clearly in mind the division of labor within the department, 
since the proofs follow the lines or blocks of these divisions. 
The batch is the unit of work. It consists of an arbitrary 
number of remittance letters together with their contents. A 
certain number of batches make up a section. A section 
consists of all the cash mail received for the credit of a 
definite group of depositors the accounts of which are kept 
in one or more of the ledgers in the bookkeeping department. 
The five sections make up a division of the mail, of which 
there are three: the night mail, the morning mail, and the 
afternoon mail. These three divisions are combined to form 
the largest unit — ^the day's mail. 

Rack Proof 

The construction of the rack proof begins with the batch 
proof which has already been described (Form 2, page 22). 
As the batches are proved and sent away, the batch proof 
sheets are retained as a record of the work. When all the 
work for a given rack has been completed the proof clerk 
for that rack prepares a rack proof. 

Proof of Division 

The rack proofs are combined into three divisional proofs. 
The first one of these records the work of the night mail; 
the second one adds the results of the morning mail ; and the 
third one gives the results of the afternoon mail. On the 
debit side of the proof of the division there are entered in 
the first column the total letters of each of the five racks, the 
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amounts which other banks clearing through this bank have 
sent to the mail teller to be cleared (only on the morning 
division of the proof), and the items which other tellers of 
the bank have sent to be cleared (only on the morning 
division). The columns following to the right contain the 
distribution of the items handled by each rack and of those 
received from the tellers and banks which clear through this 
bank. The total of the letter column proves with the total 
of the distribution columns. The credit side of the proof 
shows the distribution of the credits: 

1. As made to depositors' accounts contained in the vari- 

ous ledgers. 

2. As made to other departments of the bank for items 

which they have sent to the mail teller. 

3. As made to the Collection Ledger account for remit- 

tances received in payment of collections. 

The total of these columns must prove with the total letters 
on the other side of the proof. 

MaU Teller's Daily Proof 

The mail teller's daily proof is a combination of the 
divisional proofs. On the credit side under the title "credit 
journal" are shown the total credits sent to the bookkeepers. 
Credit is also given to each teller and department for cash 
items which they have sent to the mail teller's department. 
On the debit side is shown the distribution of the debit items 
which the mail teller has handled during the day as follows: 

1. The total clearing house, to the first teller. 

2. The country items, to the transit department, except 

in the afternoon when small countries are charged 
to the city collection or fifth teller's department to 
be kept overnight. 

3. The checks drawn on the bank itself, to the check desk. 
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4. The currency, to the first teller. 

5. The cash return items, protest fees, sights, trusts, 

small coimtries, hold-overs, etc., to the city collec- 
tion department. 

6. Exchange, to the check desk. 

The mail teller's daily proof (Form 5) completed in this 
manner becomes a permanent record of the department and 
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Form 5. Fourth, or Mail, Teller's Daily Proof. (Size 9 x 9 Ji) 

is placed in the binder with the proofs of the work of pre- 
ceding days. The disposition of the cash and collection mail 
items is shown graphically on Form 6. 
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The Work of the Foreign Tellers — ^Receiving Section 

A section of the foreign teller's department receives and 
acknowledges all deposits coming over the window for credit 
of foreign depositors. The work of this section is not suffi- 
ciently distinctive from that of the domestic receiving teller 
to warrant detailed treatment here; hence only the important 
differences will be noted. 

The term "foreign" is appUed to the foreign tellers by 
virtue of the class of customers they serve, rather than because 
of the items which they receive. In fact, the items which 
these tellers receive for credit to foreign accounts are not 
only domestic in character, but they are local as well. 

The custom of charging items back to depositors' accounts 
is, no doubt, not so firmly established in foreign coun- 
tries as in the United States. Again, foreign depositors very 
frequently draw cable transfers against their deposits on the 
day of receipt For these reasons the bank pursues a policy 
of assuring itself absolutely that an item will be collected 
before it advises a foreign depositor of a credit to his account. 

Several devices are used by the bank to assure itself that 
an item will be collected before the funds are placed at the 
disposal of the depositor. In the first place, as indicated 
above, only the money of the United States and checks pay- 
able in New York City are accepted. No voucher check is 
received for the reason that the act of a bank in paying 
such a check may be construed in foreign countries as a 
guarantee on the part of the paying bank that all conditions 
mentioned in the voucher have been complied with. Again 
each check must be drawn to the order of the receiving bank 
or it must bear a well-known indorsement. In case a check 
of considerable size drawn upon a neighboring bank is pre- 
sented, it is sent to the drawee bank for certification before 
it is credited to the account of the depositor. Checks upon 
the receiving bank itself are made certain of payment by 
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having the bookkeepers place a "hold" against the account of 
the drawee until the check can reach the bookkeepers in the 
regular way and be charged. In this manner the bank avoids 
misimderstandings and complications by practically collecting 
each item before the deposit is acknowledged. 

Standing and Special Instructions 

The prevalence of standing and special instructions which 
the bank must follow in accepting a deposit is worthy of note 
in connection with the foreign work. The foreign customer 
is at a considerable distance from the bank and conditions 
in the foreign exchange market are always such that he may 
desire to draw against a deposit by cable immediately after 
it is made. To meet these conditions the receiving bank is 
often called upon to acknowledge receipt of a deposit by cable. 
As in the work of the mail teller, the foreign receiving teller 
has on file a variety of standing orders with which he must 
be familiar and any special instructions pertaining to a given 
deposit must be faithfully followed. The situation is such 
that practically each transaction must be handled individually. 

Credit Advice 

Instead of making an entry in a pass book or signing a 
duplicate deposit slip, as does the domestic receiving teller, 
the foreign receiving teller prepares a special "credit advice" 
(Form 7). This is written on forms, four to a set, bearing 
the same number. The first copy is for the depositor, in 
case he is a party other than the one who is to receive credit, 
the second is mailed to the foreign customer whose account 
is credited, the third is an office copy, and the fourth a credit 
ticket for the bookkeepers. , In addition to the credit advices 
the bank may be called upon to sign a special form of receipt 
or mail a special letter of advice concerning the deposit. 
Requests for the latter type of service are complied with only 
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after care has been taken on the part of the bank to ascertain 
what its liability may be for such an act. In fact, all this 
special care and attention which the bank gives to preparing 
and checking advices of the receipts of foreign deposits are 
due to the fact that a foreign depositor cannot always be 
expected to construe a bank's responsibility for the instruments 
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which bear its signature in the same way as does a domestic 
customer. 

Summary of the Receiving Operations 

At the close of the day the receiving departments of the 
bank have a clean slate. Whatever work has come to them 
has been examined, recorded, and passed on for other phases 
of the banking process. It is well at this point to summarize 
the results accomplished in the receiving process. 

These results are two: first, the bank has come into pos- 
session of certain raw material for further banking processes ; 
second, bank credit in the form of rights to draw upon the 
bank has been created. 
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The receiving operations of a bamc are essentially the 
results of an exchange between the bank and its depositors. 
In exchange for deposits the bank grants its customers the 
right to draw drafts (checks, bank drafts, etc.) against it to 
the extent of their deposits. In other words, the deposit 
transaction is one involving the exchange of bank credit for 
cash or its commonly accepted equivalents. Through the 
deposit operations bank credit is built up. 

These operations impose upon the bank two obligations. 
First, the "cash" which the bank has received does not consist 
of money in most cases. It consists rather of checks, drafts, 
etc., which are payable at the places of business of more or 
less distant. drawees. In order to use these funds for making 
loans, meeting depositors' checks, building up reserves, etc., 
it is necessary that the receiving bank collect them from the 
drawee. 

Second, the receiving bank has assumed the obligation of 
honoring at all times authentic checks drawn upon it. In 
exchanging cash or its equivalents for bank credit the depositor 
can be expected to do so only if he feels absolutely sure that 
his check against the bank will be more useful to him than 
the items which he proposes to exchange for it. The useful- 
ness of a check depends upon its acceptability. Acceptability 
of a check depends upon the faith which the one to whom 
it is offered has in the ease and certainty of its being converted 
into cash. The certainty of a check being converted into cash 
is established by the unvarying policy of the bank upon which 
it is drawn of standing ready to honor all checks drawn upon 
it by its depositors who maintain sufficient balances with the 
bank to cover such checks as they are presented for payment. 
Thus the second obligation of a bank arises. It is that of 
standing ready, both with funds and with assessable banking 
machinery, to meet the instruments drawn on it by its 
depositors. 
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CHAPTER III 

THE PAYING OPERATIONS 

Nature of Pasring Operations 

The term "paying operations" includes that part of the 
work of a bank which is performed by the paying or first 
teller's department and others closely related to it. In general 
these operations consist of two fundamental parts: (i) main- 
taining and caring for an adequate supply of cash, and (2) 
paying out the cash of the bank, i.e., cashing checks and 
making other similar payments for customers' accounts. 
In this connection the term "cash," as used here to denote 
money or circulating media, must not be confused with the 
term "cash" as it is employed frequently to denote not only 
money but also checks and other items which are commonly 
accepted as equivalent to money. The latter, for the sake of 
clearness will be termed "cash items" whenever necessity 
occurs for referring to them. 

Relation tc Receiving Operations 

The paying operations are closely related to the receiving 
operations. In the first place the cash which the receiving 
operations have brought into the bank goes directly to the 
paying, or first, teller's department and it becomes in part 
the material upon which this department works. In the second 
place the actual disbursements which are comprised in the 
term "paying operations" are for the purpose of honoring 
drawings made against credits which have arisen from the 
receiving operations. The two functions of the paying depart- 
ments thus arise largely from the activities of the receiving 
departments. 

44 
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Organization 

The specific operations included in the term "paying" con- 
sist of: 

1. Counting and testing the cash receipts of the bank. 

2. Maintaining and caring for this cash. 

3. Paying checks, clearing house balances, making cur- 

rency shipments, etc. 

4. Certifying checks. 

5. Attending to the pay-roll of the bank and other expense 

payments. 

The organization of a bank for this work depends entirely 
upon the volume and character of each of these specific opera- 
tions. In a large down-town New York bank the task of 
counting, verifying, and preparing money for storage is a 
particularly heavy one, and at the same time the work is 
highly specialized. This operation is performed by a money 
department. The certification of checks, while closely related 
to the process of actually paying them, requires a specialized 
type of service. Owing to the needs of stock brokers who 
use this type of instrument to settle their obligations the 
work is heavy enough to occupy the time and attention of 
a certification department. The work of paying certain petty 
expenses of the bank, as well as handling the pay-roll, is 
important enough in volume and in scope to occupy the atten- 
tion of a petty cashier. These three departments relieve the 
parent department — the paying teller's — of much of the work 
which would otherwise fall to its lot. The parent department, 
then, performs the basic operations of maintaining an 
adequate supply of cash and making payments to meet the 
conveniences and the demands of customers. 

Counting Cash 

Of the various processes performed by a bank the handling 
of cash requires the greatest care. In the first place the ready 
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negotiability of cash makes it subject to the designs of dis- 
honest persons both from without and from within the bank. 
Second, and more important still, the difficulty of tracing cash 
once it has been passed from one person to another, or once 
it has passed from within the confines of a small lot into those 
of a larger one, renders the correction of errors practically 
impossible. 

For these reasons a bank takes every possible precaution 
to prevent errors in handling cash and to safeguard its money 
supply. Only trusted employees have access to the cash. Each 
teller has his individual steel cage within which he transacts 
his day's business and to which other employees of the bank 
are denied admission. Whenever cash is transferred from 
one department to another each party to the transfer signs 
a memorandum for the records of the other. Whenever in 
the course of the day's business it happens that a department 
other than the paying teller's comes into the possession of 
cash, that department is required to forward the larger bills 
to the paying teller immediately. As a general rule no cash 
is held overnight except by the paying teller. Each teller or 
employee through whose hands cash passes prepares a separate 
proof thereof. Finally, the supply is kept in vaults which 
are as nearly fire- and burglar-proof as it is possible to con- 
struct them. Inside the bank watchmen are kept constantly 
on duty. In New York City the protection which banks 
enjoy extends even to the streets of the financial district, 
which, by police regulation, are made virtually inaccessible 
to all persons having a criminal record. 

Money Department 

The money department is a specialized organization for 
counting and verifying the cash of the bank. The money which 
comes into the paying teller's hands, with the exception of 
some few small packages of very large bills which may be 
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readily verified by the teller himself, is passed to the money 
teller against his receipt for it. The work of the money 
teller's department is to coimt the money, examine it for 
genuineness and for currentness, and to prepare it for storage 
in the bank's vault. 

The money teller takes the money for his day's work in 
a covered truck into a special cage which is inaccessible to all 
employees of the bank other than those of his own department. 
His force of employees is divided into crews, each crew being 
responsible for a definite amount of work assigned and charged 
to it. Two persons in each section count and verify the money 
which has been assigned to them ; they must prove against each 
other and against the amount which has been charged to them. 
After counting the money, which they do by hand excepting 
in the case of minor coins, the counters wrap the coins, separate 
the bills into packages of standard size, and place their names 
on each package or roll. These precautions minimize the 
chance for errors and fix the responsibility for the work of 
the department directly upon those immediately concerned 
with each portion of it. 

Scrutiny for Genuineness and Currentness 

The counters act as a court of final resort in passing upon 
the genuineness and currentness of the money which comes 
into the bank. A part of the money has already been 
carefully examined as a necessary part of the work of the 
tellers who first come into possession of it. The bulk of 
the cash, however, is received from customers subject to coimt 
and examination and, if any defects such as inaccurate count, 
worn or mutilated condition of coins, or counterfeits, are 
found the understanding with the customer is that the amount 
in question may be charged back to his accoimt. The money- 
counters, accordingly, are constantly on the lookout for all 
these defects. 
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Counterfeit Money 

It IS not the purpose of the present discussion to describe 
methods of detecting counterfeit money. This is largely a 
matter of judgment which tellers acquire by long experience 
in handling cash. An experienced teller comes to know from 
the feeling, appearance, and weight of a piece of money 
whether it is genuine or not. To supplement his knowledge 
each teller has a copy of the Counterfeit Detector, a periodical 
publication giving the description of each known counterfeit 
issue which has been reported by banks, the secret service, 
and others interested in detecting counterfeit money. When- 
ever a piece of counterfeit money is discovered, the *"ank 
charges it back to the customer who presented it, st *ps it 
"counterfeit," and turns it over to the secret service depart- 
ment of the government 

Raised Money 

Raised money is met with much more frequently than 
counterfeit. The detection of this irregularity is, however, 
relatively a simple process. In sorting the money the bills are 
grouped by separate kinds and denominations. Since a raised 
note bears the engraving of a lower issue rather than that 
of the one it purports to be, it is readily detected as an impostor 
in the bundle of notes of a higher denomination. 

Mutilated and Worn Money 

All mutilated and worn bills and coins are laid aside by 
the counters to be sent away and replaced by new ones. Inas- 
much as the sources of new currency are readily accessible it 
is the practice of the bank to carry only new money in stock 
and to make its payments only in crisp bills and full-weight 
coins. Redemption of uncurrent money usually involves 
simply an exchange of the uncurrent bills or coins for new 
ones at the near-by sub-treasury or federal reserve bank with- 
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out any considerable expense; hence the bank performs this 
function gratuitously as a service for its customers. Mutilated 
and light gold coins, however, cannot be redeemed at face 
value. They must be sold for bullion. Therefore the bank 
handles them for the account of the depositor. Light silver 
and all worn and mutilated paper currency are redeemed by 
the government at face value in most cases. Whenever a 
piece of paper money is so mutilated that less than three-fifths, 
but more than two-fifths, of the bill remains, that bill is 
redeemed by the government at half its face value. Mutilated 
bills of which less than two-fifths remain are worthless. 
Provision is made by the government, however, to the effect 
that any fragment of paper money will be redeemed at its 
face value provided the holder furnishes an affidavit stating 
that the remaining portion has been wholly destroyed and 
also stating the means by which it was destroyed. 

The local federal reserve bank redeems coins, legal tender 
notes, and federal reserve notes. The Treasurer of the United 
States attends to redeeming national bank notes, and formerly 
the bank always sent them to him for this purpose. Recently, 
however, the local sub-treasury^ has adopted the policy of 
receiving these notes as payment against the 5 per cent fund 
which banks of issue are required to maintain at the treasury 
for the purpose of redeeming their bank notes. In accordance 
with this policy the bank uses these notes almost exclusively 
for making payments for account of its own 5 per cent fund, 
as well as that of its customers who ask the bank to make such 
payments for their accounts. 

Preparation of Money for Storing 

After the money has been counted and verified it is pre- 
pared for storing. To facilitate the work of storing and that 
of counting and handling the money in the future, the money 

* While this book was in process of preparation the local sub-treasury was dosed 
and its functions assumed by the federal reserve bank. 



Digitized by 



Google 



so 



PRACTICAL BANK OPERATION 



is sorted as to kinds and denominations and put up in standard 
size packages which become the storage units for the money 
of the bank.^ 

Preparing the money for storage completes this part of 
the work. At the close of the day a proof is prepared and 
the money is placed in the vault for use by the paying 
teller. 

Paying or First Teller's Department 

In the bank where the volume of the work justifies the 
organization of specialized money, petty cash, and certification 
departments, the functions of the paying, or first, teller's 
department are narrowed and specialized so as to include the 
following : 

1. To take charge of all cash of the bank. 

2. To keep the bank's cash. 

3. To provide for an adequate supply of money for the 

bank's needs. 

4. To pay checks. 

5. To ship currency to customers. 

6. To sell bullion. 

7. To settle clearing house balances. 

8. To record and prove the cash of the bank 



>As to kinds, the paper money is sorted into gold certificates, silver certificates, 
legal tender notes, federal reserve notes, federal reserve bank notes, and national bank 
notes. The packages are then made up as follows: 



$100 bil 
50 



lis are strapped in packages of $2,500 
'* * ** ** *' 1,000 

t,ooo 
500 
250 
50 
50 



The minor silver coins are put through an accounting and wrappi^ machine which 
prepares them as follows: 

$ .50 coins are wrapped in rolls of $10.00 

.25 " " ^* '* " «* 10.00 

.10 " " " •• •• " 5.00 

.05 " " " " " •• 2.00 

.01 " " •* " *• " .50 
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Three separate divisions of the paying tellers work are 
readily suggested from the nature of the operations. First, 
there is the custodianship of the cash; second, the work of 
making payments ; third, the clerical work of recording, prov- 
ing, and disposing of the items. Of these three, the second 
one is the ruling factor in influencing the size of the depart- 
ment. 

Just as the volume and character of the window work 
of the receiving teller of the Wall Street bank is characterized 
by heaviness in money value and by lightness as to the number 
of items, so the work of making window payments also 
consists of relatively few but large transactions. The greater 
volume of checks which depositors draw upon a bank of this 
type are settled either through the clearing house or by deposit 
through the mail teller's or through the receiving teller's 
department. Under such circumstances the organization of 
the department for the window work consists of but one 
teller and a small number of assistant paying tellers. The 
clerical work of proving and distributing the checks which 
are paid at the windows is also light, corresponding to the 
small volume of work at the windows. A small clerical force 
completes the subordinate organization. The paying teller 
himself is the custodian of the bank's cash and he is in control 
of the work of the department. 

Maintaining Supply of Cash 

The most important duty of the paying teller consists 
of maintaining and keeping the bank's supply of cash. This 
work involves: first, seeing that the bank has a sufficient supply 
of cash on hand and, second, storing and caring for the cash 
which is held. The first of these duties implies: (i) a pre- 
determined ratio of cash reserve to deposit liability, (2) 
replenishment of the supply, and (3) disposition of surplus 
money. 



Digitized by 



Google 



52 PRACTICAL BANK OPERATION 

Replenishment of Supply 

The paying teller is charged with the duty of keeping 
a watch over the bank's cash which he must replenish if the 
supply shows tendencies towards running low either in total 
amount or in supply of the various kinds and denominations. 
The first of these duties is performed by the teller acting 
upon the orders of the cashier of the bank. The latter func- 
tion is properly that of the paying teller in his capacity as 
custodian of the bank's cash and he acts upon his own initiative 
in performing it. From the point of view of the teller's 
department alone, the latter function is the more important in 
the sense that it requires a considerable portion of the time and 
attention given to the work of the department. 

Disposition of Surplus Money 

The bank obtains its supply of money from three sources. 
First, there are the daily receipts which come from customers 
of the bank. These receipts consist of the cash deposits 
received by the various tellers, payments of loans, discounts, 
collections, and miscellaneous banking services, and currency 
shipments which come directly to the paying teller from cor- . 
respondent banks. This source of supply, while considerable, is 
insufficient to meet the bank's daily needs for ready money. 
Second, the bank obtains cash from the United States 
Treasury where it exchanges mutilated and worn money for 
new, or kinds and denominations of which it has an excess 
for those of which it has need. The third source is the local 
federal reserve bank where, in addition to being able to ex- 
change kinds and denominations of money, the bank is able 
to supply its needs for additional supplies of money. This it 
does by drawing against its deposit balance with that bank. 

Surplus money, in the banking sense, may be either worn, 
mutilated, or unwanted money, or it may be money in excess 
of the bank's needs in amount. Surpluses of the first type 



Digitized by 



Google 



THE PAYING OPERATIONS S3 

are disposed of by sending them to the source for redemption, 
exchange, etc., as has already been indicated. When a bank 
has acciunulated a surplus of the second type it simply makes 
an addition to its lawful reserve by depositing the excess 
amount with the federal reserve bank. 

Supply of Money for Other Departments 

In addition to keeping watch over the aggregate supply 
of cash held by the bank, it is also the duty of the paying 
teller to supply all other tellers and departments of the bank 
with whatever supplies of domestic money they may need to 
transact their day's business. As a general rule the paying 
teller's department is the only one in the bank which is per- 
mitted to keep cash overnight. Accordingly at the close of 
each day he receives the net cash resulting from the other 
operations of the bank. At the beginning of the next day 
he replenishes those departments which may be in need 
of funds with a supply sufficient for that day's requirements. 
Should need for more cash arise in the various departments, 
they make out requisitions and obtain additional supplies from 
the paying teller. 

Storing Cash 

The cash of the bank comes to the paying teller from 
the money department in standard size packages. To facilitate 
counting, proving, and keeping record of the adequacy of 
the supply, it is stored by kinds and denominations. Further- 
more the vault is divided into three sections: (i) the reserve 
section, (2) the paying teller's section, and (3) the window 
teller's section. The reserve section contains cash in the 
hands of the cashier of the bank and, as its name indicates, 
is a sort of safety fund to meet unusual demands. The second 
section of the vault contains the main cash supply of the bank 
or, one might say, the working cash. The third section con- 
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tains thccash which is to be used by the assistant paying tellers 
to make window payments in cashing checks. 

Each day a rough proof is prepared showing the kinds 
and denominations of money contained in the stock of work- 
ing cash. These figures must agree with those appearing in 
the paying teller's daily proof to be described subsequently. 
At the close of the day a statement is also prepared for the 
cashier of the bank showing the total amounts of the various 
kinds and denominations of money on hand and the amount 
contained in each of the three vault sections. 

Cashing Checks 

The work of cashing checks is performed by assistant 
paying tellers, aided by the paying teller himself, as the needs 
of the day may require. In preparing for this work the 
tellers take their supply of cash from the vaults and arrange 
it in their individual cages in a manner which facilitates prov- 
ing and paying. Bills are arranged in racks and drawers 
by kinds and denominations. The larger denominations are 
placed in the more inaccessible places to prevent their being 
paid out by mistake for smaller ones. Gold and silver coins 
are arranged in trays by denominations. The teller is thus 
prepared to handle his line of customers without the necessity 
of frequent trips to the vault. 

The process of cashing a check is one which requires the 
utmost care on the part of the man at the window. Other 
departments of the bank deal more or less with book entries 
which may be adjusted without loss to the bank. The receiv- 
ing teller, for example, merely gives credit for the items he 
receives. Should errors arise he can correct them by recall 
or a revision of the credit which he has made. The paying 
teller, however, having parted with cash cannot charge any- 
thing back to a depositor's account, for the nature of cash 
is such that it is practically impossible to identify the money 
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once it has been paid out and to furnish convincing evidence 
to the customer that an error has actually been made. Direct 
financial loss, therefore, is likely to result from any error 
made by the paying teller. 

Moreover, the prestige of the bank is in the hands of 
the teller each time he cashes a check. First, the interests 
of the drawer of the check, who in the majority of cases 
is a customer of the bank, are to be safeguarded. The teller 
is accordingly on the alert to avoid paying forged, postdated, 
antedated, and otherwise irregular checks; also those against 
which the drawer has filed stop-payment orders. Another 
situation which calls for care in protecting the customer's 
interests arises in connection with watching overdrafts. 
Should the teller in his zeal to protect the bank make frequent 
inquiries of the bookkeepers regarding the state of the balance 
of a customer who habitually keeps adequate balances, it is 
obvious that the reputation of such a customer may be injured. 
Second, the teller has the interests and the convenience of 
the one who presents the check to safeguard. The work at 
the window, therefore, requires the greatest amount of tact. 

The work is made easier and simpler by an intimate knowl- 
edge of the various customers who come to the window. The 
large majority of the transactions are handled in a regular 
manner and without any particular difficulty. In general the 
teller verifies the indorsement of the check, sees that no stop- 
orders are on file against it, and examines the check for 
signature, date, and filling before he pays it. In many cases 
he is obliged to examine further into the identity of the one 
who presents the check to be cashed or to ascertain the ade- 
quacy of the balance of the drawer. 

Indorsement 

Taking in their regular order the factors which must be 
considered before a check is cashed, first comes the matter 
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of indorsement. Checks are made payable either to order 
or to bearer. Each check payable to order is required to 
be indorsed by the person who presents it. Qiecks which are 
drawn payable to '*bearer/' or to "cash," or in some manner 
which makes them negotiable by delivery only, are generally 
indorsed also in order that the drawer of the check may 
use it as a receipt after it has been returned to him. In 
cases where a check payable to bearer is presented by a well- 
known customer, indorsement may be waived. For his own 
information it is common for the paying teller to write 
a memorandum on the back of the check covering any 
particulars of the transaction which he may wish to keep in 
mind. 

Stop-Pajrment Orders 

After a check has been drawn, the drawer may wish to 
prevent the bank from paying it. Many cases arise in which 
the status of a check becomes so changed between the time 
when it is drawn and the time when it is presented to the 
drawee bank for payment that a hardship would be worked 
against the drawer were there no means available for stop- 
ping the payment of the customer's check. A customer who 
wishes to stop payment upon a check files with the drawee 
bank a notice called a "stop-payment order." These notices 
are handled by the check clerk whose duty it is to pass upon 
all checks before they are charged to the accounts of depositors 
on the books of the bank, and in the work of most of the 
departments a stop-payment need not be enforced until the 
check reaches the check desk. The paying teller, however, 
is to pay cash for checks ; hence he sees that no stop-payment 
orders are in effect against checks before he pays them. To 
meet this need all notices of stop-payment come to the atten- 
tion of the paying tellers, and those concerning checks which 
these tellers are likely to be called upon to pay are entered 
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on their list of stop-orders. Most of these orders are memorized 
by the tellers, but the list is kept accessible for reference should 
need arise. The list is kept up to date for only a few days 
immediately preceding the current day. As a matter of regular 
business procedure all checks which are more than two or 
three days old are regiilarly referred to the bookkeepers before 
payment is made, and stop-payments on such checks would 
receive attention in this manner. 

Signatures 

The bank in guarding carefully against the pa3rmcnt of 
forged checks safeguards its own interests as well as those 
of its depositors. By practice the paying teller comes to 
know the signatures of those customers whose checks come 
to him regularly. In cases of doubt as to the genuineness of 
the signature, reference is made to a signature file which 
the paying teller has in his cage. This includes the signatures 
of all domestic accounts. 

Date 

The bank is constantly on its guard against paying both 
postdated and stale checks. To pay a postdated check would 
prevent the maker from exercising the right to stop payment. 
While the duty of sl bank to honor a check is not affected 
by the age of the check, at least within the period set by the 
statute of limitations, the older a check becomes the more 
danger there is that some reason which would justify non- 
payment has arisen. It is the practice of the bank, therefore, 
to refuse to pay postdated checks and to refer stale checks to 
the bookkeepers, and possibly to the makers, before they are 
honored. 

Irregularities 

Irregularities in the instrument, such as change in or lack 
of date, sum payable, time or place of payment, number or 
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relation of parties, the medium in which payment is to be 
made, or want of agreement between figures and words in 
expressing the amount of the instrument, are carefully looked 
for before the check is paid. In case such an irregularity 
is discovered and no satisfactory explanation or adjustment 
is forthcoming, payment of the check is refused. 

Insufficient Funds 

It is the duty of the paying teller to guard against paying 
all checks for which the drawer has not sufficient funds on 
deposit. The most satisfactory preparation of the paying 
teller for this work consists in a knowledge of the kind of 
account each depositor keeps. While the overdrawing of a 
depositor's account must be guarded against, too much zeal 
on the part of the teller in inquiring of the bookkeeper regard- 
ing the status of the account is likely to be regarded as a 
reflection on the credit of the depositor. By knowing the 
accounts with which he comes in contact, the teller is able 
to avoid doing this. The teller, however, considers it best to 
make sure of the status of the balance whenever there is 
doubt regarding an account. In a situation of this kind he 
refers the question of the adequacy of the customer's balance 
to the bookkeepers by means of the telautograph. Such an 
investigation, of course, is conducted quietly and quite un- 
known to the person outside the window. 

Identification 

In the United States a bank is liable to its depositor in 
case it pays a check drawn against his account to an un- 
authorized payee. Were there no legal liability, however, the 
attitude of the bank as to identification would be unchanged. 
The bank which desires to giv6 its customers the highest type 
of service exercises greatest care in making payments on 
a depositor's order. Thus even in the case of an item which 
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IS made payable to bearer, where the bank could legally make 
payment to whomsoever might present the item, it takes steps 
to establish the identity of the one who demands payment 
before it makes payment. The paying teller is personally ac- 
quainted with the majority of those who present checks at 
his window. Often, however, he deems it necessary to require 
specific identification of the holder. 

Various means are used to establish a person's identity. 
One of the best is to have the stranger secure the indorsement 
of a depositor of the bank. A good plan which is frequently 
used is that imder which the maker of an instrument guaran- 
tees the indorsement on it. In other cases out-of-town cor- 
respondents send written signatures of the payee of their 
drafts to the drawee bank by a letter of advice which is 
received before the draft is presented for payment. In case 
of small items or foreign items, the one who presents them 
for payment usually has on his person letters, passports, lodge 
cards, etc., which may safely be accepted as establishing his 
identity. The paying teller's first duty, however, is to guard 
the bank's cash, and in cases of reasonable doubt as to identity 
he is obliged to decline payment. 

Payment of Checks Drawn upon Other Banks 

The foregoing precautions apply particularly to the opera- 
tion of paying a check which is drawn upon the paying bank 
itself. The bank is also called upon to cash checks which 
are drawn upon other banks as well. In cases of this sort 
it is impossible for the paying teller to satisfy himself in 
many important particulars as to the collectibility of the check. 
He cannot be expected to know the signature of the drawer. 
Information regarding stop-payments, adequacy of balance, 
etc., is not available to him. A check of this sort is taken 
practically on the standing of the one who presents it. In 
general, such checks are cashed only for persons exceptionally 
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well known to the bank or when such checks bear the indorse- 
ment of a customer or an officer of the bank. 

Making Payment 

After having scrutinized the check and decided that it 
is regular in every respect, the paying teller makes payment. 
In this apparently simple act there is a real opportunity for 
a bank to cater to the convenience of its customers. Requests 
for specific kinds and denominations of money are based upon 
the important needs of the customer and the bank makes 
it a matter of policy to comply with such requests. When 
a customer needs large quantities of different kinds and 
denominations of money he is asked to prepare a special 
requistion which he presents with the check to be cashed. 

Disposition of Items Received 

The operations at the window result in an accumulation 
of checks for which cash has been given. These checks are 
proved and sorted into two groups: (i) those drawn upon 
the bank itself, and (2) those drawn upon other banks. The 
checks of the latter group are entered in a memorandum 
book which shows the name of the drawee bank, the indorser, 
and the amount of each check. The checks are then disposed 
of by charging and sending those drawn upon the bank itself 
to the check desk and all others, because of the small amount 
involved, to the city collection department. 

Sundry Payments 

In addition to the cashing of checks certain other disburse- 
ments of currency for customers are made by the paying teller's 
department. As an example of this, the bank often receives from 
out-of-town national banks requests to make payment to the 
United States Sub-Treasury for the account of the 5 per cent 
redemption fund which these latter banks are required to 
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maintain against their outstanding circulation. To make a 
payment of this sort the bank uses the mutilated national bank 
notes which it has received. These are charged to the account 
of the out-of-town bank and sent in the proper amount to 
the United States Sub-Treasury of New York for credit to 
the fund of that bank. Thus the double object of effecting 
the redemption of the mutilated bank notes and of filling the 
customer's order for a payment to the credit of his 5 per cent 
redemption fund is accomplished in the same transaction. 

Currency Shipments 

Frequently customers request the bank to make shipments 
of currency to themselves or to others for their accounts. 
These requests may be for shipment of gold to foreign coun- 
tries made because of developments in the foreign exchange 
market, or they may be for shipment of specific kinds and 
denominations of money to fill the needs of domestic banks. 
Some of these latter banks have standing orders on file for 
periodical shipments to be made against their accotuits. All 
letters requesting shipment of money are sent by the paying 
teller to the bookkeeper's and signature departments for 
balance and verification of signatures, and on their return a 
charge ticket is made out against the accotuit The money 
is then made up for shipment and turned over, to a special 
messenger who, with his assistant, puts it up in sealed packages 
and delivers it to the express company or post-office against 
receipt. Shipments to foreign countries require that the 
regulations of the United States and foreign governments, 
as well as those of the steamship company, in regard to 
documents and other formalities be complied with. It is the 
duty of the special messenger to attend to all these details. 
An affidavit covering every shipment of currency is filled out 
and signed by the messenger and his assistant who handle it. 
Two advices and a special request for acknowledgment arc 
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prepared. One advice is enclosed in the shipment, while the 
other, together with the acknowledgment form, is forwarded 
under separate cover by mail. 

Sale of Gold Bars 

What might be termed a third type of sundry payment 
consists of the sale of gold bars and bullion to the customers 
of the bank who desire to use such material in manufacturing 
jewelry, dental supplies, etc., or to banks which desire to 
satisfy similar demands from their customers. The bank 
performs this function as a service to its customers, making 
the sale at the cost price of the metal. Bullion for this 
purpose is obtained from the local United States assay office. 

Settlement of Clearing House Balances 

Formerly the system of settling clearing house balances 
at the New York Clearing House was such that actual money 
had to be taken to or from the clearing house by a member 
bank, according as it had a debit or a credit balance resulting 
from a given day's clearing. Under the present system, how- 
ever, the settling of clearing house balances is effected merely 
by book entries. The paying teller attends to the clearing 
house transactions in the following manner: He is charged 
with the amount of exchanges sent to the clearing house by 
the mail teller and this figure then becomes a debit upon 
his records. The amount received from the clearing house 
is credited to him and in turn charged to the check clerk. 
This amount appears on the paying teller's record as a credit. 
If the clearing house balance is a credit balance, the amount 
is charged to the Federal Reserve Bank of New York under 
the heading "Lawful Reserve with the Federal Reserve Bank 
of New York" and the paying teller credits himself for the 
amount just as he would in recording an ordinary payment. 
In case the clearing house balance is a debit balance, the entry 
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is reversed and the entry to Lawful Reserve with the Federal 
Reserve Bank of New York appears on the debit side of the 
paying teller's records. 

Paying Teller's Proof 

At the close of the day's business a proof is prepared 
which is in essence a record of the bank's cash. The exchanges 
which have been taken to the clearing house and the net 
amounts received from the other tellers of the bank during 
the day are added to the balance of the previous day. A 
total of these amounts gives the total debits to cash for the 
day. On the credit side of the proof appear the amounts 
of exchanges received from the clearing house, the checks 
upon the bank itself which have been paid during the day, 
and the net amounts sent to the other tellers of the bank. The 
difference between these two sides of the cash account repre- 
sents the balance for the day, and the amount is entered upon 
the credit side of the proof. A third section shows the details 
of the cash on han I by kinds, by vault numbers, and by the 
vault sections of the cashier, paying teller, and assistant paying 
tellers. This proof is filed in a binder and becomes a 
permanent record of the bank. 

The Petty Cashier 

The work of preparing the pay-roll of the bank generally 
devolves upon the paying teller's department. As the bank 
grows and this work becomes proportionately heavy, a special 
clerk called the petty cashier is assigned to handle it. In 
addition to the work of preparing the pay-roll, bonus, allow- 
ance, and salary advance payments to employees, the petty 
cashier also has the work of purchasing and distributing 
postage and revenue stamps and of keeping the petty cash 
fund and making the sundry small payments which are to 
come out of it. 
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Pay.RoU 

The methods used by a bank in handling these transactions 
do not differ materially from those used by other business 
concerns. A list containing the numbers assigned to each 
of the employees and the amount of pay which each is to 
receive comes to the -petty cashier from the organization depart- 
ment some few days before the regular semimonthly pay-day. 
Along with this list comes a check drawn to the order of the 
petty cashier for the total of the pay-roll. This check is 
cashed and the pay envelopes made up and delivered to the 
division heads of the bank against receipt. As each employee 
receives his pay he verifies the amount and signs a receipt. 
All imcalled for envelopes are returned to the petty cashier 
who attends to delivering these over his window. The auditors 
of the bank and the general bookkeepers receive a copy of the 
pay-roll sheets, also the receipts which were signed by the 
employees as they received their salaries. From these 
records the auditors are enabled to check the work of the petty 
cashier. 

Petty Cash and Stamps 

To care for the petty payments of cash a special fund of 
convenient size is made up and put in the hands of the petty 
cashier. Upon proper authorization he makes payments out 
of this fund, charging the proper accounts on his records. 
These records are audited at intervals, say weekly, and a 
reimbursement check is issued to the petty cashier. Postage 
and revenue stamps are purchased at the source by the petty 
cashier. The various departments of the bank obtain their 
supplies of stamps from him upon requisition. These depart- 
ments are charged for their total requisitions; then as the 
stamps are used and charged to the proper expense account 
or to customers' accounts, the departments are credited on 
the books of the bank. 
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Certification of Instruments 

Frequently checks or other instruments are presented at 
the windows of the bank for certification rather than for 
payment In certifying an instrument the bank stamps upon 
the face of the instrument the word "certified," signifying 
that it agrees to honor the instrument when presented for 
pa)mient When a bank has thus certified an instrument it 
becomes itself the principal debtor, and the maker of the 
instrument has only a contingent liability at the most. A check 
of this sort becomes an obligation of the bank and its accepta- 
bility and its security are enhanced to the extent that the check 
is now dependent upon the solvency of the bank for its redeem- 
ability. It is no longer subject to imperfections due to stop- 
payment orders, insufficient funds, etc. Such an instrument is 
a satisfactory substitute for money. Accordingly certified 
checks are extensively used in making payments as evidence of 
good faith in connection with sealed bids, in paying taxes and 
making other payments to the government, and in making 
settlements of transactions between stock brokers, bond 
dealers, etc. Certified checks, however, are not legal 
tender. 

In most banks the paying teller of the bank attends to 
the work of certification. Among the customers of the bank 
upon whose practices this study is based are many stock 
brokers. By a rule of the New York Stock Exchange these 
brokers are required to use certified checks in settling balances 
due each other from their trading operations. The bank like- 
wise requires that stock brokers use certified checks in making 
their deposits. By this means fimds are created which offset 
its own certifications. The work of certification in such a 
bank, therefore, becomes unusually heavy with the result 
that it is necessary to operate a specialized certification 
department in order that this work may be properly 
handled. 
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Routine of the Certification Department 

From the standpoint of the bank the act of certif)n[ng a 
check is similar to that of paying it. By the act of certification 
the bank practically waives the right to refuse to pay the 
check; hence it is necessary for the certification clerk to take 
the same precautions to examine items for signatures, filling, 
date, stop-orders, adequacy of balance, etc., as does the paying 
teller. A person desiring to have an item certified delivers 
that item at one of the windows of the certification depart- 
ment and receives a numbered identification ticket in exchange 
for it. He then waits until the process of certification is 
completed, or else if the window man anticipates delay in 
passing the item, the presentor returns for it later. The item 
then comes to the attention of the certification clerk for 
examination. Having satisfied himself that all is in order, 
he places the certification stamp, together with his signature, 
upon it. 

The certification clerk has on file a list of the stop-payment 
orders which have been sent by the stock brokers, a record 
of the balance of these accounts at the beginning of the day's 
business, together with whatever day loans may have been 
added to them, and he makes it a part of his preparation for 
his work to familiarize himself with the signatures of these 
customers. Checks drawn by these regular customers are 
passed upon immediately. Regarding items drawn by other 
customers of the bank there is likely to be some doubt as 
to the advisability of certifying them. The certification clerk 
has "holds" or temporary debits placed against the accounts 
of the drawees of these items by communicating with the 
bookkeepers by means of the telautograph, and he may deem 
it necessary to send the checks to the signature department 
for examination of the signatures. Each item to be charged 
to the accoimt of a foreign depositor is sent to the foreign 
bookkeeper's department where it is carefully examined and 
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a "hold** IS placed against the account. In addition the sanc- 
tion of an officer of the bank is required before it can be 
certified. After items have been passed upon in this manner 
they are entered on the proper posting sheets from which 
charges are made to the proper accounts, there being one 
sheet for each customers ledger. The checks are then stamped 
"certified" and delivered to the applicants. 

Delivery of Certified Instruments 

The identification ticket which was given to the applicant 
or his messenger in exchange for the instrument to be certified 
serves an important function in that it expedites the work 
of certification and affords some assurance that the certified 
item will fall into the hands of the rightful owner or a party 
authorized to receive it. Each of these tickets is given a 
serial number and the same number is stamped upon the instru- 
ment which IS to be certified. To obtain the certified instru- 
ment the applicant is required to surrender the corresponding 
identification ticket upon which appears the name of his firm 
together with his own signature. The bank then files these 
identification tickets as evidence that delivery has been made. 

Miscellaneous Items Certified 

In addition to certifying checks, the bank receives each 
morning from certain of its correspondents letters asking it 
to protect their notes at maturity. These letters are examined 
by the bookkeepers for sufficient funds, the balance of the 
account is noted on the letters, and they are initialed and sent 
to the certification department for reference. In addition 
to this rather special class of instruments, such others as notes, 
drafts, trade acceptances, etc., when made payable at a bank, 
are suitable material for certification. Aside from calling 
upon the foreign bookkeepers to make a careful investigation 
of whatever foreign items may be sent in for certification, the 
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certification clerk handles these other instruments just as he 
does checks. 

Recording Certified Instruments 

The accounting work in connection with certified checks 
consists in debiting the accounts of the customers who drew 
the checks and crediting the account ''Certified Checks Out- 
standing" at the time of certification. When the check returns 
to the bank and is paid, Certified Checks Outstanding is 
debited. The balance of this account therefore constitutes 
the Hability of the bank for certified checks. 

Specifically this accounting work is carried out in the 
following manner: At the close of the day's business the 
posting sheets of the certification clerk are sent to the cus- 
tumers bookkeepers who charge the items to the accounts 
of those who drew them. Then the sheets are turned over 
to the certified check bookkeeper who is attached to the cus- 
tomers bookkeepers and who keeps the Certified Checks Out- 
standing account. Instead of crediting the items on the same 
day he holds up the entries until the day following certification. 
On that day most of the certified checks return to the bank 
and are simply marked off the certification sheets. The open 
items are then credited to the Certified Check account. Later 
on as these outstanding checks come in for payment they are 
debited to this account. The outstanding certified check book 
thus constitutes a record of the liability of the bank for certified 
checks. 

FoUow-Up of Outstanding Certified Items 

At intervals the outstanding certified check book is com- 
pared with the records of the general bookkeeping department, 
which records are compiled from reports sent in by the 
certification clerk and by the check desk, and its accuracy is 
ascertained. The outstanding certified checks continue as 
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liabilities of the bank until paid by it. It is the policy of 
the bank to follow up these outstanding items at intervals, 
say monthly, and to attempt to have them presented for pay- 
ment by the holders. 

In case an item of this sort has been mislaid, stolen, lost, 
or destroyed, and the maker desires credit for it, the certifying 
bank requires him to file an indemnity bond for double the 
amount of the check, relieving the bank of responsibility in 
the matter. If a depositor has a check certified, which later 
for some business or personal reason he finds he cannot use, 
the problem of canceling the check arises. The most satis- 
factory way of retiring such an instrument is for him to 
deposit it in his own account. The check thus reaches the 
check desk through the regular channels where it is stricken 
off the outstanding certified check book and is again credited 
to his account. Regardless of whether a check of this sort 
is pa)rable to bearer or to some specified payee it is sufficient 
that only the maker indorse it for the purpose of redeposit- 
ingit 
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CHAPTER IV 

CLEARING 

Nature of Clearing Operations 

The clearing house is an agency both for collecting cash 
items and for paying them. The clearing process consists in 
exchanging the items which a bank holds drawn on other 
member banks for the items which they hold drawn on it. 
The paying and collecting operations are thus made reciprocal ; 
the amount collected is used to offset the amount paid and 
only the balance is settled in cash or other funds. 

For the purpose of carrying on the clearing operations, 
banks associate themselves into clearing house associations, 
or "clearing houses," as such associations are termed. While 
in discussing the work of clearing it is necessary to consider 
the activities of an institution outside the bank, it must be 
borne in mind that the clearing house is related to the several 
banks which use its facilities in much the same way as one 
of their departments. In fact, the clearing house may be 
considered as a joint collection and check-paying department 
of the banks making up its membership. 

The New York Clearing House Association 

Qearing house associations, numbering at the present time 
some two hundred or more, are to be fotmd in all large cities 
of the United States. Of these associations, that of New 
York, which was foimded in 1853, is both the oldest and in 
every sense of the word the largest The above-named clears 
ing house association consists of some sixty banks located 
in Greater New York, including the New York Federal 

70 
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Reserve Bank/ The organization is an unincorporated, co- 
operative association deriving its authority over members 
through their having given written assent to its constitution. 

The constitution of the New York Qearing House provides 
for the regulations of the association and the guidance 
of its members. Administration of the affairs of the 
association is vested in certain officers and standing committees 
chosen by vote of the members in annual meetings. Of the 
officers, the president and secretary exercise the powers which 
are usually vested in officers of the same designation in other 
types of organizations. The manager of the association is 
an important official. He is appointed by the clearing house 



> The members m of October i, 1920, together with their clearing hou8<^ numbers, 
are at follows: 

X. 78. Commonwealth Bank 

a. 81. Garfield National Bank 

4. 82. Fifth National Bank 

6. 85. Seaboard National Bank 

8. lie 91. Liberty National Bank 

12. 96. Sttte Bank 

13. 99* Coal and Iron National Bank 
15. xoo. Union Exchange National Bank 

17. 102. Brooklyn Trust Company, Brookljm 

21. 103. Bankers* Trust Company 

23. 104. U. S. Mortgage and Trust Company 

28. 106. Title Guarantee and Trust Company 

30. 107. Guaranty Trust Company 

33. 108. Fidelity-International Trust Company 

44. 110. Lawyers* Title and Trust Company 

45. III. Columbia Trust Company 
S3. Ic X13. Peoples* Trust Company, Brooklyn 



54. 114. New York Trust Company 

59. 116. Lincoln Trust Company 

63. XI 7. Metropolitan Trust Company 

65. 118. Nassau National Bank, Brooklyn 

67. 130. Federal Reserve Bank of New York 

70. 12 1. Farmers* Loan and Trust Company 

7x. 122. Columbia Bank 

j2, I23* Equiuble Trust Company 

74. 200. New York Clearing Hi 

76. lection Department) 

77- 



200, New York Clearing House (City Col- 



It will be noted that certain numbers are omitted. This is due to the fact that 
as^the numbers are vacated the vacancies are not filled. New members take the next 
highest number. The city collection department of the Clearing House is given the 
distinctive number 200 in keeping with its special relations to the members of the 
association. 

The Federal Reserve Bank of New York has the stttus of a special member. As 
such it was not required to sign the constitution and it has no vote. It is not required 
to furnish a weeklv statement nor is it subject to the rules regarding collection charges. 
In other respects it has the sutus of a regular member of the association. 
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committee, but by custom the same manager is retained from 
year to year; in fact there have been only four incumbents 
of this office in the sixty-five years of the existence of the 
association. The manager has full charge of the clearing 
operations. He controls the clerks and employees of the 
association as well as the employees of member banks during 
the work of clearing. As superintendent of the clearing 
house session he is responsible for maintaining discipline on 
the exchange floor, adjusting balances, imposing fines for 
violation of the rules of procedure, keeping records of the 
operations of the association, etc. 

Clearing House Committees 

There are five standing committees as follows: clearing 
house, conference, admission, nominating, and arbitration. 
With the exception of the clearing house committee the work 
of these committees is comparatively light. The clearing house 
committee, however, is an exceptionally powerful and active 
body, being next to the association itself in authority. It 
provides for the maintenance of the association and it may 
draw upon members for their quotas of the expense. The 
salaries of all employees save those of the manager and the 
assistant manager are fixed by this committee. It may examine 
a member bank and, if it deems such a course necessary, 
it may require the bank to deposit securities to protect its 
balances which result from the clearings. Subject to the 
approval of the association the clearing house committee is 
empowered to fix fines for errors and to establish rules govern- 
ing proceedings when they are not provided for in the con- 
stitution. 

It may also legislate upon the subject of collections outside 
New York City. Finally, all applications of banks for mem- 
bership or for the privilege of clearing through members come 
to this committee, the latter for final action, the former for 
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approval before they can be considered by the committee 
on admissions. When their conduct merits it members may 
be temporarily suspended by the clearing house committee 
acting in conjunction with the conference committee. 

Admission of Members 

New members may be admitted to the association by the 
approval of their applications by both the clearing house com- 
mittee and the committee on admissions, and by a favorable 
vote of three-fourths of the members of the association who 
are present at the meeting at which the application is con- 
sidered A requirement that applicants shall have an unim- 
paired minimum combined capital and surplus of $1,000,000 
is in effect The new member is required to signify its assent 
to the constitution in writing and to pay an admission fee 
which varies with its capital and surplus. Banks having a 
capital and surplus of over $5,000,000 pay an admission fee 
of $7,500; those having a capital and surplus of $5,000,000 
or less pay $5,000. 

A member may be suspended by the joint action of the 
clearing house and the conference committees. Expulsion of 
a member may be effected only by an affirmative vote of the 
majority of the members. A member may withdraw from 
the association whenever it wishes to do so, provided it pays 
its share of the expenses of the association up to the time of 
withdrawal. 

Non-Members Clearing Through Members 

The volume of clearings of many banks is not sufficient 
to pay them to become members of the association. Provision 
has been made whereby such banks may arrange with other 
banks who are members to clear for them, but an arrangement 
of this sort must first have the sanction of the clearing house 
committee. Banks enjoying this privilege are required to pay 
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$i,5CX) annually, to submit to examination by the clearing 
house examiner, and to furnish reports to the association in 
the same manner as members. Some fourteen banks make 
use of the facilities of the association in this way, in addition 
to over one hundred branches of clearing house members. 

Expenses 

The expenses of the association, with the exception of 
those arising from the work of the department of examina- 
tions, are apportioned among members pro rata, according 
to the average amount which each member has sent to the 
clearing house during the preceding year. A minimum charge 
of $i,ooo per year, however, is made against each member. 
The expenses of the department of examination are assessed 
separately against each member on the basis of that member's 
gross assets. 

Functions of New York Clearing House 

The objects of the New York Clearing House Association 
as set forth in its constitution are: "the effecting at one place 
of the daily exchanges between the members thereof and 
the payment at the same place of the balance resulting from 
such exchanges, the promotion of the interest of the members, 
and the maintenance of conservative banking through wise 
and intelligent co-operation." 

Concretely, these rather broad subjects have found expres- 
sion in such activities as : 

1. Effecting exchanges of cash items. 

2. Collecting city and coimtry items. 

3. Establishment of certain uniform practices among 

members for their mutual protection and benefit. 

4. Mutual support in times of stress. 

5. Examination of members from time to time. 

6. Publication of reports on the condition of its members. 
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The first of these functions is more properly the material 
to be considered in this chapter. A few words, however, 
should be said regarding the other functions of the association. 

City and Country Collections 

Within the last few years the New York Clearing House 
has made collections of country items as well as city items 
for its members. The former were handled by a cotmtry 
collection department. This department had a successful 
career, but after the establishment of the federal reserve 
system and the extension of the collection service of the federal 
reserve banks the department was closed up. More recently 
a city collection department has been organized and is in 
successful operation. The function of this department is to 
make collection of certain city items for member banks. 

Regulation of Interest on Deposits 

An important item of the New York Clearing House, 
to quote from the constitution of the association, is "the main- 
tenance of conservative banking." The association's efforts in 
this direction have consisted in fixing maximum rates of 
interest to be allowed on depositors' balances and minimum 
charges to be made for collection and exchange services, and 
in establishing uniform requirements as to the amount and 
definition of cash reserve to be kept against deposit liability. 

Interest Rates 

It is not sound and conservative banking to offer a rate 
of interest on depositors' balances which is in excess of the 
net profit remaining after the cost of providing service for 
that account has been deducted from the return which comes 
to the bank from loaning the balance. On the other hand, 
each bank is obliged to a great extent to meet whatever rates 
other banks of the same class offer to their depositors. Obvi- 
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ously the problem of interest rates on balances is one for 
co-operative rather than individual solution . 

The rule of the clearing house association concerning in- 
terest rates to be allowed by member banks and banks clearing 
through member banks recognizes three types of deposits: 

1. Deposits or certificates of deposit payable on demand 

or within 30 days, due to banks and bankers located 
in the United States or Canada, except a mutual 
savings bank located in the New York Federal 
Reserve District. 

2. Deposits or certificates of deposit due to any mutual 

savings bank located in the New York Federal 
. Reserve District, to any concern other than a bank, 
or to an individual. 

3. Time deposits, consisting of all deposits payable after 

30 days. 

The rule in all cases fixes the maximum rate which may 
be allowed on deposits. This amount differs with the different 
classes. In the case of demand deposits due to banks and 
bankers the rate is variable, being based upon the discount 
rate for 90-day commercial paper which obtains at the New 
York Federal Reserve Bank. When the gp-day discount rate 
is 2 per cent or less, clearing house banks are permitted to 
allow a maximum rate of i per cent per annum on such 
deposit balances. For each 1/2 per cent in excess of 2 per cent 
which the federal reserve rate shows, clearing house banks 
may increase their rates to depositors by J4 per cent, except 
that the rate to be allowed depositors shall not in any case 
exceed 2 J4 P^r cent per annum. The maximum rate of interest 
which can be allowed on deposits of mutual savings banks 
in the New York district, of individuals, etc., as well as the 
rate of interest on time deposits, does not fluctuate with the 
rediscount rate for 90-day commercial paper, but has been fi^ed 
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at 3 per cent on the former and 3 J4 per cent on the latter class 
of deposits. 

The foregoing provisions do not apply to the account of, 
or to any certificate of deposit issued to, any customer resid- 
ing in and transacting business in any foreign country other 
than the Dominion of Canada, or to any business association 
or corporation organized and located therein. Neither are 
the provisions to be construed as affecting such interest rates 
as are or may be fixed or regulated by law. 

Exchange Charges 

Another tendency among keenly competing banks located 
in the leading collection centers is to charge an excessively 
low rate of exchange on country items, if possible, or to make 
no charge at all. To alleviate such a condition and place the 
collecting machinery of its members upon a self-supporting 
basis, the clearing house has made a rule to the effect that 
each of the banks which uses its facilities shall assess and 
collect exchange against depositors for certain transit items 
deposited by them. 

Reserves 

Finally the clearing house association also works in the 
interest of maintaining conservative banking practices by 
regulating the amount and kind of reserve against deposit 
liability which clearing banks must keep. This rule states 
that each bank must maintain a reserve of the same propor- 
tions and definition as that required by the laws under which 
it operates. In computing the amount of net demand deposits 
upon which reserve is to be figured, however, banks are 
restrained from deducting deposits secured by the deposit of 
outstanding unmatured stocks, bonds, or other obligations of 
the state or city of New York, or deposits to the amount 
of the stocks, bonds, or other obligations of the state or city 
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of New York owned and held by the bank. The clearing 
house regulation further provides that all required reserve 
other than that which is in the form of cash on hand must 
be maintained in the form of a deposit with the New York 
Federal Reserve Bank, or in some other bank which is a 
member of both the federal reserve system and the clearing 
house association, or with any other member of the association 
which maintains in the Federal Reserve Bank of New York 
the reserve required by member banks. 

Mutual Support in Times of Stress 

The mutual support which the clearing house banks have 
given each other through their organization has consisted of 
the issuance of loan certificates to members in times of stress 
in exchange for the pledge of certain of the unmatured assets 
of these banks. One of the characteristics of financial stress 
is an abnormal demand for money. Before the establishment 
of the federal reserve banks, the banks of New York City 
could obtain money to satisfy the demand which accompanied 
financial disturbances only from their own vaults. As their 
cash in the vault became low, the problem of conserving the 
supply naturally became a pressing one. In those days clear- 
ing house balances were settled in cash until someone happily 
devised the scheme of substituting clearing house loan cer- 
tificates for the cash which was used in this manner. Under 
this system a bank which was in need of funds took to the 
clearing house certain collateral consisting of bonds, com- 
mercial paper, etc. A committee appointed especially for the 
purpose passed upon this collateral, and if all was in order 
clearing house loan certificates were issued against it. The 
applicant bank was permitted to use these certificates in lieu 
of cash in paying its clearing house debit balances, arid it 
could use a corresponding amount of cash in order to fill other 
needs. 
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Examinations and Reports 

The clearing house association also maintains an examina- 
tion department. It is the business of the clearing house 
bank examiner to make an examination of and a report on 
the condition and practices of each clearing bank at least 
once a year. In addition, special examinations are made at 
the discretion of the clearing house committee, and also by 
constitutional requirement, when any clearing bank undergoes 
a change of management or when two or more are merged, 
consolidated, etc. Clearing house examinations are designed 
to supplement those which are made by public officials. The 
latter type of examination is mainly for the purpose of dis- 
covering and bringing to punishment actual violators of the 
law. While such examinations are usually effective in dis- 
covering and bringing to justice those who have broken the 
law, the public authorities are generally without the power 
to enforce the correction of minor irregularities and practices 
which if imchecked might finally wreck a bank or impair 
the faith of the public in the clearing house members. It 
is to supply this deficiency that the clearing house examination 
has been instituted. 

Report of Condition of Member Bank 

In addition to submitting to examination, every bank which 
clears through the association, excepting the Federal Reserve 
Bank of New York, is required to furnish a weekly report 
of its average daily condition, also a statement of its actual 
condition at the close of business on each Friday. These 
reports contain a total of the loans, discounts and investments, 
reserves, deposits, and circulation of the bank. 

Statement of Clearing House Banks 

The required reports give the association information 
regarding the standing of each member. Aside from serving 
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admirably their purpose of acting as a check upon the condi- 
tion and practices of each clearing bank, these reports are 
combined into a weekly statement of clearing house banks 
(Form 8) and published by the association. If properly 
understood and interpreted, these reports furnish a very 
serviceable barometer of business condition throughout the 
United States. 

The Process of Clearing 

Effecting exchange of items drawn upon its members is 
the essential function of a clearing house association. The 
operation, as already explained, is simply one of collecting 
those checks, drafts, etc., contained in the daily receipts which 
are drawn on clearing house members, and of paying the 
items which the member banks in turn hold against the bank. 

The items which may be sent by a bank through the clear- 
ing house include in general all cash items payable by the 
banks which are entitled to use the facilities of the association. 
Thus all certified items, ordinary checks, clean drafts and 
bills of exchange, notes and acceptances which are due and 
which are drawn upon or payable at clearing house banks, are 
regularly sent through the exchanges. The rules of the asso- 
ciation, however, exclude items drawn by a concern transacting 
business in New York upon non-clearing banks but made pay- 
able if desired by a clearing bank. Such items can be cleared 
only if they are accepted and made payable through the New 
York Clearing House by the bank upon which they are drawn. 
Furthermore, such checks, when drawn on a non-clearing 
bank but made payable at a clearing non-member bank, cannot 
under any condition pass through the exchanges. Items which 
bear restrictive or qualified indorsements, such as "For Col- 
lection," "For Account of," etc., are also excluded unless the 
sending bank guarantees all indorsements which precede its 
own. 
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Indorsement of Items for Clearing 

In practice it is virtually impossible for a sending bank 
to examine the indorsement on every one of the thousands of 
checks which it daily sends through the exchanges; hence it 
is the custom to guarantee previous indorsements on all clear- 
ing house items. The association requires that all items which 
are to be cleared bear indorsement acknowledging receipt of 
payment through the clearing house. The bank accordingly 
uses upon each clearing house item a uniform indorsement 
stamp which conforms to both of these provisions. As the 

c RECEIVED PAYMENT 

III THROUGH THE 

^NEW YORK CLEARING HOUSE 

III PmOII KNOORSCIIKNTS OUARANTCKD 

Z MAR. 19p 1921 
H THE NATIONAL CITY BANK 

O of New York: 

^ N, C. LENFE8TEY, Cashier 

Fonn 9. Indorsement on Clearing House Check. (Size 2x1 J^.) 

first Step in the process of preparing the items for clearing 
each item is run through an indorsing machine which places 
upon it the stamp shown above (Form 9). 

Work of the Assembly Racks 

Inside the bank the process of preparing items for clearing 
is practically a continuous one. Beginning just after ten 
o'clock in the morning, when the day's regular clearing sessions 
are over, the clearing house items of the various departments 
of the bank are sorted into five divisions as a regular part 
of the process of proving the receipts of those departments. 
These divisions, which correspond to the division of labor 
in the assembly rack department, are as follows: 
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A containing items drawn upon clearing house banks numbered i- 23 

"D ** « « ** ** ** i* ti ofL. CA 

C ** ** ** ** ** ** ** ** w>- 76 

D ** MM M M M M M 77-100 

E " " " " " •* •' " 102-122 

In the late afternoon, after the work of the various operat- 
ing departments has been proved, the clearing house items 
are passed to the assembly rack department the function of 
which is to complete the process of preparing them for the 
clearing house session held the following morning. A special 
force of the assembly rack department handles the material 
in each of the five divisions into which the clearing house 
items were separated by the operating departments. 

Each of the units of the assembly rack department sorts 
its items according to drawee banks. During the process batch 
proofs are prepared which show that the total amount dis- 
tributed to the banks equals the amount received by the imit. 
After the work of sorting has been completed the items to be 
presented for payment to each bank are listed and enclosed in 
a standard form envelope to the outside of which the list of 
contents is attached. 

Proof of each section of the work is obtained by com- 
bining the batch proofs. The section proofs are further com- 
bined to form the departmental proof. This proof shows that 
the amount charged to the department equals the amount 
enclosed for the various drawee banks by the tmits. 

MaU Teller's Work 

While the bank's clearing house receipts of the previous 
day are being prepared for clearing by the assembly rack 
department, the mail teller's night force is busily engaged in 
sorting and proving the night mail receipts. By early morning 
a considerable mass of clearing house checks has acctunulated. 
Many more such items are contained in the morning mail. 
The.various tellers and departments of the bank also receive 
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at times In their early morning work large clearing house items 
which should be passed through the clearing house that day. 
In order to prepare such items received for the morning clear- 
ings and thereby save a day's interest on them a special 
assembly rack is operated in connection with the mail teller's 
department Such mail and early morning departmental clear- 
ing house items are added to the exchanges for the day as 
prepared by the assembly rack department. When all possible 
exchanges have passed through the racks, an assembly rack 
proof (Form 10) showing the combined results of the day's 
work is prepared. 

Forms Required at Clearing House 

After the assembly rack work has been completed the 
mail teller's assembly rack force prepares the forms which 
are required at the clearing house session. These forms are 
as follows: 

1. The exchange slip. This is a list of the items to be 
delivered to a given bank. One is made up for each bank 
against which claims are presented and the slip is then attached 
to the outside of the envelope containing the claims, or "ex- 
changes," as they are called. 

2. The "small ticket." One of these is made out and 
presented to each bank of the clearing house. This ticket 
shows the name of the bank against which the claims are 
presented, the name of the claimant, and the aggregate claim 
brought. 

3. The "first ticket" (Form 11). This is for the use of 
the proof clerk of the clearing house and consists of a ticket 
showing the date, name, and clearing house number of the 
claimant bank and the aggregate claims or exchanges brought 
by it for the day. 

4. The settiing clerk's receipt form. This form is for 
the purpose of securing the receipt of the banks against which 
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claims are presented. It consists of the names of the clearing 
house banks arranged in order of their clearing house nimibers 
on the left side, followed to the right by columns for the 
total claim against each and the signatures of their clerks 
who receive the claims. All but the columns for signatures is 
completed at this time. 

No. 8. Nnn fork OUarittg ^tmat. 
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CrdM THE NATIONAL CFTY BANK. %Z>i^jS>^^.J4^.JiZ^ 



__„ if^X.@afu^^£f€!7t. - 



SeUlimt Ckrk. 



Form II. Clearing House First Ticket. (Size SJ4 x 3}^.) 

Clearing Operations 

The exchanges are now ready to be taken to the clearing 
house to be presented to the drawee banks. There are two 
regular sessions at the New York Clearing House, one at 
nine o'clock and the other at ten o'clock. At nine o'clock 
most of the member banks meet together and merely exchange 
whatever items they have been able to prepare for clearing at 
that time. Since most of the large banks operate night forces, 
or assembly racks, a large part of the day's exchanges are 
transferred at this time. No forms are exchanged and no 
settlement is made until the ten o'clock session. The early 
session is purely an expedient to give the banks a start of 
one hour upon the incoming checks. The check clerks and 
the bookkeepers of each bank are thus enabled to begin the 
work shortly after nine o'clock, instead of being obliged to 
wait until after ten. 

The main session of the clearing house occurs at ten o'clock. 
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Shortly before that hour a representative of the receiving 
teller's department takes charge of the items prepared by the 
morning assembly racks, together with the forms showing 
the totals of exchanges made at both clearing sessions. The 
representative of the receiving teller's department, who is to 
be known as the bank's settling clerk at the clearing house 
session, has charge of the force of the bank which is required 
to effect the exchanges. 

Force for EfiFecting Clearing 

The bank's force for clearing may consist at times of 
as many as eight men, comprising whatever messengers, 
porters, and clerks the volume of the work may require. The 
essential operations of clearing, however, may be reduced to 
two: that of making deHvery of items to drawee banks, and 
that of receiving and recording items presented against the 
bank and completing the records required by the bank and 
the clearing house association. Reduced thus to its simplest 
terms the clearing house operation on the part of a given 
bank may be performed by two clerks, a delivery clerk and 
a settling clerk, to whom respectively are delegated the tasks 
mentioned above. For the sake of simplicity it will be assimied 
in the discussion to follow that the work of clearing is handled 
by two clerks. 

Making Exchanges 

Inside the clearing house everything is for order and preci- 
sion. Upon the exchange floor, desks are arranged in rows 
and each bank is assigned a desk according to its clearing 
house number. The settling clerk stations himself behind the 
desk assigned to his bank while the delivery clerk, with his 
envelopes, exchange slips, and small tickets, together with the 
form for obtaining the receipts of each bank to which he makes 
delivery, stations himself in front of the desk. 
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Promptly at ten o'clock the signal for starting the exchange 
of items is given by the clearing house manager or his assistant 
Each delivery clerk moves forward past the desk of each of 
the other banks imtil he has visited them all and returned again 
to the desk of his own bank. As he passes each desk he leaves 
with the settling clerk stationed there the envelopes containing 
the items, the exchange slips, and the small ticket for that 
particular bank. Presenting his settling clerk's receipt form 
to the settling clerk before him, he obtains as a receipt that 
clerk's initials opposite the listed amoimt. 

When all of the delivery clerks have completed their cir- 
cuits an exchange has truly been made. Each bank has pre- 
sented for credit those items which it held for other members 
of the clearing house association, and in return it has had 
presented to it every one of its own checks which other mem- 
bers of the clearing house wished to have it honor. 

Settling Clerk's Statement 

After the exchanges have been received the settling clerk 
prepares his statement (Form 12). The credit column of this 
statement sheet represents claims which have been brought to 
the clearing house by the settling clerk's bank. An entry of 
these amounts was made at the time the assembly rack proof 
was completed. The settling clerk completes the statement 
by entering from the exchange slips, attached to the envelope 
containing the exchanges, the amounts which have been pre- 
sented against his bank. The columns are then footed, the 
footings proved against the totals of the small tickets received, 
and the amount and character of the balance determined. 

The items which the bank has received at the clearing 
house are of no further service in the work of clearing. They 
are accordingly taken to the bank by the delivery clerk where 
they are received by the check desk to be examined, proved, 
and debited to the proper accounts of the bank. 
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After completing his statement the settling clerk makes 
his "second ticket" (Form 13). This consists of a small 
ticket for the use of the clearing house, showing the bank's 
debit for the amount of exchanges presented against it, its 
credit for the amoimt brought, and the amoimt and character 
of its balance. A copy of this second ticket is returned to 
the paying teller of his bank by the settling clerk to be used 
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Fonn 13. Clearing House Second Ticket. (Size 8J^ x 3^-) 

by the teller in preparing the clearing house section of his 
proof. 

Clearing House Proof 

Meanwhile the proof clerk of the clearing house prepares 
a proof of the day's work. When the settling clerks of the 
various banks appear at the clearing house they immediately 
send their first tickets to the proof clerk. From these tickets 
the latter prepares the third, or bank's credit, column of his 
proof sheet. As soon as the settling clerks complete them 
the second tickets arrive. From these the proof clerk prepares 
the other columns of his proof which are: first, debit balance; 
second, bank's debit; fourth, credit balance. 

The proof is completed when the total of the first column 
equals that of the fourth, and that of the second equals that 
of the third. In case a difference exists the amount is an- 
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nounced and the clerks set to looking for it. When the proof 
is completed the manager reads the balances in thousands of 
dollars. These balances are kept by the settling clerks to serve 
as a general statement of the day's clearings for the use of 
the officers of their respective banks. 

Settlement of Balances 

The completion of the proof marks the close of the day's 
session at the clearing house. It is then in order to settle 
the various balances which have arisen from the day's transac- 
tions. Formerly these balances were settled by having the 
debtor banks bring to the clearing house actual cash or 
prescribed equivalents in settlement of their indebtedness. At 
a later hour the creditor banks appeared and received in cash 
the amount due them. Involving as it did the expense and 
risk of carrying millions of dollars in cash through the streets 
of the city each day, this system was both cumbersome and 
wasteful. 

Since the organization of the federal reserve system this 
settling of balances has been attended to by the Federal Reserve 
Bank of New York. Under this system each member bank 
of the New York Clearing House Association which is not 
a member of the federal reserve system is required by the 
clearing house to keep a balance on deposit with the local 
federal reserve bank, or to make other arrangements for 
federal reserve funds with which to settle its balances. Since 
member banks of the federal reserve system are required by 
law to keep balances with the New York Federal Reserve Bank, 
this arrangement means that the Federal Reserve Bank of 
New York holds balances available for the use of each clearing 
house member in settling balances. At the close of the ten 
o'clock clearing the clearing house manager sends to the federal 
reserve bank a certified list of the day's balances. By a special 
agreement between the clearing house association, th^ m^mb^r 
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banks, and the Federal Reserve Bank of New York, a book 
entry is made whereby the federal reserve bank debits the 
accounts of all clearing house debtors and credits the accounts 
of all of the creditor banks for the aihount of their respective 
balances. Thus each creditor bank receives settlement for its 
balances in the form of an additional deposit to its credit with 
the local federal reserve bank. Likewise each debtor bank 
effects settlement by having a deduction made from its balance 
with the same bank. 

The individual bank, when it has a credit balance at the 
clearing house, debits its account with the federal reserve bank 
entitled "Lawful Reserve with the Federal Reserve Bank," 
and when it has a debit balance it credits this account. Deposits 
with the federal reserve bank are the equivalent of cash, or 
better, since in the first place they can be converted into cash 
on demand, and in the second place they can be counted as 
legal reserve against deposits for which purpose cash itself 
cannot be used. The most desired medium of exchange has 
thus changed hands in the settlement of the clearing house 
balance with the least conceivable effort and at absolutely no 
risk from loss or theft. 

Adjustment of Errors 

To return now to a consideration of the exchanges as 
they come from the clearing house, it must be borne in mind 
that they have the same status as other checks upon the bank 
itself which are presented for payment. As such they must 
be carefully examined for irregularities, signatures, insuffi- 
cient funds, stop-payment orders, etc. In addition the receiv- 
ing bank is obliged to determine whether the items for which 
it has already settled are really drawn upon it, and whether 
they have been properly listed and charged to it 

The rules of the clearing house association prescribe the 
procedure which member? are to follow in adjusting errors 
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and in making returns which result from the day's clearings. 
All errors are to be adjusted between the banks themselves 
as the clearing house association assumes no responsibility 
for them. Items which are to be returned because they are 
not good or because they have been missent must be returned 
to the receiving bank the same day. The clearing house asso- 
ciation provides certain fines which are assessed and collected 
from the offending banks by the one which has been injured 
through errors in delivering exchanges, missents, incorrectly 
listed items, etc. The work of searching out these items and 
presenting them for redemption and adjustment by the sending 
banks must be performed with accuracy and speed if the 
receiving bank is to avoid loss from failure to obey the clearing 
house regulations. The check desk of the bank accordingly 
begins work upon the incoming exchanges as soon as they 
are received. As soon as items which should be turned back 
to the clearing house banks are detected, they are sent to the 
city collection department for attention. For the convenience 
of members the association holds a special daily session at 
three o'clock in the afternoon in order that members may 
return items contained in the morning exchanges which they 
refuse to pay. At this session the city collection department 
returns all such items excepting those on which it is entitled 
to collect a fine from the offending bank. These are returned 
by messenger, the bank receiving in exchange for them a 
special redemption check which it puts through the clearings 
on the following day. 

Summary of Clearing Operations 

The operation of clearing each day results in the collection 
of all the cash items drawn upon other member banks of 
the clearing house, which the bank holds, and in the paying 
of all similar items drawn upon itself which these other banks 
have accumulated. The impressive consideration in connec- 
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tion with the clearing house system of effecting collections 
and settlements is not so much the results which are accom- 
plished, important as they may be, but rather the ease and 
efficiency with which those results are effected. 

The first consideration is economy in the use of money. 
During the years 1854 to 1919 inclusive the member banks 
of the New York Clearing House Association collected and 
paid $3,317,819,113,123.32 in items through the clearing 
house by the transfer of only $182,052,943,032.11. In other 
words, on the average only 5 48/100 per cent of the claims 
settled had to be paid by the actual transfer of funds. This 
statement, however, does not bring out the whole truth. Dur- 
ing recent years a system of settling in cash has been sup- 
planted by making settlements through the use of clearing 
house certificates, representing gold deposited by members 
with the clearing house association. These certificates were 
non-negotiable except for the purpose of settling clearing 
balances. More recently this system gave way to the one 
in use at the present tin^e whereby balances are settled by 
transfer entries on the books of the New York Federal Reserve 
Bank. 

The second consideration is that of economy of effort. 
The only alternative to the scheme of collecting and paying 
items by the process of clearing is that of collecting by mes- 
senger. As between a system of collecting all cash items 
drawn upon sixty banks and receiving all like items presented 
by them through the agency of a messenger and clerical force 
of not more than ten men who are employed at this work 
for about two hours each day on the average, and a system 
of sending messengers separately to present items to each 
of sixty banks and of accommodating in turn the messengers 
from those sixty banks who present and collect their items, 
there can be no comparison. Furthermore the advantages 
which accrue to a given bank from having the items for col- 
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lection go out, and those for payment come in, at a regular 
and convenient time are considerable. Taking all into con- 
sideration—economies in the use of money and economies in 
effort — ^the clearing house is undoubtedly the most efficient 
banking machine in operation. The extent and growth of its 
operations are summarized on the table reproduced in Form 14 
showing for each year, 1854-19 19 inclusive, the total clearings 
for the year, total balances for the year, and percentage of 
balances and clearings. 

Table Showing Totals of Clearings, Balances, and the 
Percentage of Balances to Clearings 

In the New York Clearing House for the Years 1854-19 19 

Inclusive 

Fiscal Years No. of 

Ending Clearing Balances 

Sept. 30 Members Clearings for Year Balances for Year to Clearings 

1854 50 $5750455,987.06 $297411493.69 5.17% 

1855 48 5.362,912,098.38 289,694,137.14 540 

1856 50 6,906,213,328.47 334.714489.33 4.83 

1857 50 8,333,226,718.06 365,313.901.69 4.39 

1858 46 4,756,664,38609 314.238,910.60 6.66 

1859 47 6448,005,95^.01 363,984,682.56 5.6d 

i860 50 7.231,143.056.69 380,693438.37 5.26 

1861 50 5,915,742,758.05 353,383,94441 5.97 

1862 50 6,871443,591.20 415,530,331.46 6.04 

1863 50 14,867,597,848.60 677,626482.61 4.55 

1864 49 24,097,196,655.92 885,719,204.93 3.67 

1865 55 26,032,384,341.89 1,035.765,107.68 3.97 

1866 58 28,717,146,914.09 1,066,135,106.35 3.71 

1867 58 28,675,159472.20 1,144,963451.15 3.99 

1868 59 28,484,288,636.92 1,125455,236.68 3.95 

1869 59 37,407,028,986.55 1,120,318,307.87 2.99 

1870 61 27,804,539405.75 1,036484,821.79 3.72 

1871 62 29,300,986,682^21 1,209,721,029.47 4.12 

1872 61 33,844,369,568.39 1428,582,707.53 4.22 

1873 59 35,461,052,825.70 1474,508,024.95 4.15 

1874 59 22,855,927,636.26 1,286,753,176.12 5.62 

1875 59 25,061,237,902.09 1408,608,776.68 5.62 

1876 59 21,597,274.247.04 1,295,042.028.82 5.99 

1877 58 23,289,243,701.09 1,373,996,301.68 5.89 

1878 57 22,508438,441.75 1,307,843,857.24 5.81 

1879 59 25,178,770,690.50 1,400,111,062.86 5.56 

1880 59 37,182,128,621.09 1,516,538,631^29 4.07 

1881 61 48,565,818,212.31 i,776,oi8»i6i.58 3.66 

Form 14 
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1882 62 46,552,846,161.34 1,595.000.245.27 

1883 64 40,293.165,257.65 1,568,983,196.15 

1884 62 34,092,037,337.78 1,524,930,993.93 

1885 64 25,250,791439.90 1,295,355,251.89 

1886 64 33,374.682,21648 1,519,565,385.22 

1887 65 34.872,848.785.90 1,569,626,324.77 

1888 64 30,863,686,609.21 1,570,198,527.78 

1889 64 34,796465,528.87 1,757,63747347 

1890 65 37,660,686,571.76 1,753,040,145.23 

1891 64 34.053.698,770.04 i,584,635499-88 

1892 65 36,279,905,235.59 1,861,500,574.56 

1893 65 34421,380,869.50 1,696,207,175.52 

1894 66 24,230,145,367.70 1.585,241,633.52 

1895 67 28,264,379.126.23 1,896,574,349.1 1 

1896 66 29,350,894,883.87 1,843,289,238.66 

1897 66 31.337.760,947.98 1.908.901.897.67 

1898 65 39.853413.947.74 2,338,529,016.43 

1899 64 57.368,230,771.33 3,085,971,370.53 

1900 64 51.964.588,564.31 2,730,441,810^27 

1901 62 77,020,672493.65 3.515,037,741.05 

1902 60 74.753.189435.86 3.377.504.072. 1 1 

1903 57 70,833,655,940.29 3,315,516,48748 

1904 54 59,672,796,80441 3,105,858,575.60 

1905 54 91.879,318,369.00 3,953.875.974.80 

1906 55 103,754,100,091.25 3,832,621,023.87 

1907 54 95.315421.237.96 3.813.926,108.35 

1908 50 73,630,971.913.18 3409,632,27141 

1909 51 99,257,66241 1.03 4,194484,028.37 

1910 50 102,553.959.069.28 4.195.293,966.90 

1911 67 92420,120,091.67 4,388,563,113.05 

1912 65 96,672,300,863.67 5.051,262,291.57 

1913 64 98,121.520.297.15 5.144.130,384.69 

1914 62 89,760.344,971.31 5,128,647,302.16 

1915 63 90,842,707,723.90 5,340,846,740.16 

1916... 63 147,180.709461.18 8,561,62444746 

1917 62 181,534,031,387.84 12,147,791432.60 

1918 59 174,524.179.028.72. 17.255.062,671.17 

1919 60 214,70344446843 20,950477482.92 

Totals $3,317,819,113,123.32 $182,052,943,032.11 

Form 14 (continued) 
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CHAPTER V 

COLLECTION OF TRANSIT ITEMS 

Method of Collecting 

The transit operations are those whereby the bank converts 
its country or out-of-town cash items into usable funds. As 
a business service the bank undertakes to receive and to give 
immediate credit to the depositor for cash items drawn upon 
banks located anywhere in the United States. From the stand- 
point of the depositor a transaction of this type is a valuable 
business service in that he is enabled to exchange an item 
payable at a distance for credit available at his local bank. 
Having received items of tliis sort and granted depositors 
the right to draw against them, the bank is confronted with 
the problem of obtaining funds in exchange for them upon 
the most favorable terms. Concretely, effecting an exchange 
upon **most favorable terms" consists of obtaining acceptable 
funds with as Httle delay in time and at as small an expense 
as is possible. Acceptable funds comprise: (i) remittances 
in local funds (checks drawn either upon itself or upon clear- 
ing house banks) ; (2) credit with the federal reserve bank 
or with some correspondent, if the bank maintains accounts 
with other banks ;^ (3) reduction of its own deposit liability 
to correspondents. 

To obtain these funds two methods are in use: The first 
consists in depositing the transit items with the local federal 
reserve bank for credit ; the second ^consists in sending them 
to a correspondent bank for credit as a charge against its 
account kept with the sending bank, or for remittance. The 



^ Since the bank upon the practice of which this study is based does not maintain 
credit balances with domestic buiks other than the federal reserve bank this phase 
of collections will be omitted from the discussion to follow. 
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first method results in increasing the bank's lawful reserve 
with the federal reserve bank, while the second method builds 
up a credit balance with a correspondent, reduces the bank's 
liability to its correspondent which effects the collection, or 
brings in a remittance in the form of local funds. 

Method in Use Before Passage of Federal Reserve Act 

Before the establishment of the federal reserve system two 
methods of collecting transit items were in operation. These 
were the clearing house method and the correspondent bank 
method. 

Country Collection Department of Clearing House 

Under the clearing house method the local clearing house 
undertook to collect for its members transit items drawn on 
certain designated drawees. When the federal reserve system 
was established, it was realized that the activities of the 
country collection department of the clearing house were 
largely duplicated by the collection activities of the federal 
reserve bank. Accordingly after a short though successful 
career this department was dissolved. 

Correspondent Bank Method 

The correspondent bank method of making collections, how- 
ever, has survived the establishment of the federal reserve 
system. In following this method the bank maintains mutual 
connections with correspondents to which it sends and from 
which it receives items for collection. 

Before the passing of the Federal Reserve Act this scheme 
was intimately connected, with the reserve plan of the national 
and state banks. The out-of-town bank was permitted to 
count deposits with a New York bank, among others, as legal 
reserve against deposit liability, and in sending its checks 
drawn upon banks located in New York City or vicinity to 
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its New York correspondent it accomplished the dual purpose 
of building up its lawful reserve and collecting a portion of 
its country items. In addition to these advantages the out-of- 
town bank received a sizable rate of interest upon its New 
York balance, it had the privilege of selling New York drafts 
at a favorable rate of exchange, and it could count items 
sent to its city correspondent as lawful reserve from the time 
of mailing them, rather than after they had arrived in the 
city and had been collected by the correspondent. In many 
instances the out-of-town bank assessed profitable rates of 
exchange against items sent to it reciprocally for collection 
by its New York City correspondent. 

In return for all these advantages which it offered to 
country banks the New York bank required the former banks 
to maintain balances of a certain size with it, and its advantage 
came from the use which it could make of these balances in 
its loaning operations. Under this system the securing of 
an out-of-town account by the New York bank often depaided 
upon the character of the collection arrangement which that 
bank could offer. 

Various forces have been in operation to lessen the scope 
of this system. Before the inauguration of the federal reserve 
system the clearing house abolished the practice which pre- 
vailed among some of its members of receiving all out-of-town 
deposit items at par by requiring each member to assess a 
minimum exchange charge against each country item which 
it received. Then too, the passing of the Federal Reserve 
Act marked the passing of the reserve-holding function from 
the national banks. At the same time the federal reserve 
banks undertook to effect collections of certain classes of 
country items for those banks which cared to have them do so. 
The scope of this system has been so widened that a majority 
of the country items received by a bank may be collected 
in this way, and since it offers member banks a convenient 



Digitized by 



Google 



COLLECTION OF TRANSIT ITEMS lOI 

means of building up and maintaining the lawful reserve they 
must keep with the federal reserve bank, the system is exten- 
sively used. Furthermore, the New York Clearing House 
Association narrowed the significance of the option which its 
member banks enjoyed of collecting through correspondents. 
This was done by passing a rule which in substance stated 
that no member bank would be permitted to pay a higher 
rate of exchange to a correspondent than it would be required 
to pay to the federal reserve bank for the collection of those 
items which the local federal reserve bank was willing to 
handle. As a result of the operation of these forces the 
system of collecting country items through correspondent 
banks has become secondary in importance to that of col- 
lecting them through the federal reserve bank. The cor- 
respondent bank system is still an important means of effecting 
collections, however, and in some cases is the only one avail- 
able, since items drawn on certain points cannot be collected 
through the federal reserve banks. 

The collection arrangement with out-of-town banks is 
effected at the time the account is opened and is changed from 
time to time as the two parties to the agreement see fit. The 
transit department of the bank receives and files these agree- 
ments as the officers of the bank report them. In general the 
out-of-town bank agrees to receive items drawn upon specified 
banks, including those drawn upon themselves and upon other 
banks in their more or less extensive vicinity. Certain rates 
of exchange may be charged by the collecting bank, the cor- 
respondent agreeing to maintain a certain average balance 
on deposit with the city bank, and it may receive a certain 
rate of interest on this balance. 

,The city correspondent reimburses itself for items sent 
to the country bank at the time of forwarding the collection 
items in one of three ways: (i) by charging the deposit 
account of the country bank; (2) by charging the account 
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when a certain number of days have elapsed after forwarding 
the item; or (3) by requiring a remittance from the collecting 
bank after collection has been effected. These three ways 
of settling for the proceeds of collections are termed respec- 
tively the "charge," the ''transfer/' and the "remittance" 
methods. Taking all factors into consideration — not only 
the mere collection arrangement with an out-of-town bank, 
but also the character of the account in all its phases — it is 
the business of the transit department, the function of which 
is to collect country cash items, to see that the collection busi- 
ness of the bank is so distributed among out-of-town banks 
as to be mutually profitable to the bank and to those of its 
correspondents who desire to handle such business. 

The Federal Reserve Bank Collection System 

The federal reserve system of making collections is based 
upon the fact that the federal reserve banks are legally con- 
stituted the correspondents of all member banks of the system. 
As such they hold a balance to the credit of each member. 
The logical extension of such a system is for the member 
banks to be permitted to build up their lawful reserve with 
the federal reserve banks by depositing their out-of-town 
checks with those banks for collection and credit. This exten- 
sion of the system was made by the adoption of a compulsory 
intra- and inter-district collection arrangement among the 
federal reserve banks on June i, 1916. By this act, together 
with an amendment adopted in June, 191 7, member banks 
and others desiring to use the federal reserve system for the 
purpose of making collections are permitted to do so at their 
option. 

Each federal reserve bank publishes a detailed monthly 
list of the items which it will undertake to collect at par. At 
the time of writing these consist of only clean items and they 
are restricted as to drawees to include the following: (i) 
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those drawn upon member banks of the federal reserve sys- 
tem; (2) those drawn upon federal reserve banks; (3) those 
drawn upon non-member banks which are members of the 
clearing house associations situated in the twelve federal 
reserve cities; (4) those drawn upon other banks which will 
renfit at par. The banks mentioned in the last classification 
include those which, imder the privileges conferred upon them 
by the June, 191 7, amendment to the Federal Reserve Act, 
have agreed to remit at par for all checks presented to them by 
the federal reserve banks in return for the privilege of sending 
their country items through the federal reserve banks for 
collection. 

In receiving items for collection the federal reserve banks 
act only as collection agents for the sending banks and assume 
no responsibility other than due diligence in forwarding the 
items promptly. They do not charge exchange upon the items 
which they collect, but they make the proceeds of the collection 
available for the use of the bank only after the time required 
for collection has expired. To enable banks to know the time 
of availability of items, each federal reserve bank publishes 
a list showing when the proceeds of items will become available 
for credit. The time of availability is based upon the mail 
time required to reach the drawee bank, plus the time required 
for the federal reserve bank making the collection to receive 
funds in return. 

All points within the scope of the scheme are grouped 
on this basis of average mail time into divisions of immediate, 
one, two, four, and eight days' availability. In keeping with 
this plan the federal reserve bank gives the depositor bank 
credit for all items received in time to be collected that same 
day. For all other items it makes an entry crediting a special 
collection account of the sender at par, but such credit is not 
available as reserve or to pay checks until the period required 
for collection has expired. 
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An example will serve to clarify the operations of this 
scheme. Suppose a New York bank on any given day sent 
transit items amounting to $70,000 to the federal reserve 
banks, this sending being made up of the following checks: 

First National Bank of Brooklyn, Brooklyn, New York $24,000 

Bank of Detroit, Detroit, Michigan 20^X)0 

Hibemia Bank and Trust Company, New Orleans, Louisiana. 16,000 
Exchange National Bank, Tulsa, Oklahoma ; 10,000 

In accepting these items the Federal Reserve Bank of 
New York would credit the collection account of the New 
York bank for $70,000, but upon the given day only $24,000, 
as represented by the Brooklyn check, which is one of imme- 
diate availability if delivered before nine o'clock, would be 
put at the disposal of tlie sending bank as eligible for reserve 
and as available for drawing. Credit for the balance of the 
sending would be withheld until the several items became 
available. Thus on the second day after deposit the reserve 
account of the sending bank would increase by $20,000, the 
amount of the Detroit, or two-day check; on the fourth day 
it would increase by $16,000, the amount of the New Orleans, 
or four-day item ; and on the eighth day it would increase by 
$10,000, the amount of the Tulsa, or eight-day check. 

Methods of Collecting Through Federal Reserve Banks 

In dealing with the federal reserve banks the bank handles 
items in two different ways. All items which are payable 
in the local federal reserve district are taken to the local 
federal reserve bank as a deposit. Items of this sort are 
classed as deposit items and a regular deposit slip is made 
out in duplicate to accompany them. To save time and 
eliminate duplication of effort, all other federal reserve items 
are sent directly to the federal reserve bank of the district 
in which the drawees are located. These items are termed 
''direct sendings." The sending bank requests the out-of-town 
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federal reserve bank to credit the account of the New York 
Federal Reserve Bank with the proceeds of the collection, 
and it encloses a form of advice (Form 15) to be filled out 
and sent to the latter bank when collection has been made. 
This form serves to confirm the charge which the New York 
Federal Reserve Bank made against the account of the collect- 
ing bank on the date of availability of the items. The sending 
bank also advises the local federal reserve bank of its action 
on a form showing its sendings of items to each out-of-town 
federal reserVfe bank by availability dates. 

Items which out-of-town federal reserve banks cannot col- 
lect are returned to the Federal Reserve Bank of New York. 
The latter bank credits the account of the out-of-town bank 
for all such items received and charges them back through 
the clearing house to the bank for which collection was 
attempted. 

Gold Settlement Fund 

Mention should be made at this point of the device used 
by the federal reserve banks in making settlements among 
themselves. By virtue of the transit operations of the various 
banks in the United States which use the federal reserve sys- 
tem in making their collections, as well as other interdistrict 
operations, each federal reserve bank is constantly accumu- 
lating claims against each of the other federal reserve banks, 
just as one city bank accumulates claims against other member 
banks of the clearing house. To settle these claims what amounts 
to a gigantic clearing house has been set up by the Federal 
Reserve Board at Washington. A clearance fund, known as 
the "Gold Settlement Fund," was established in 191 5. The 
fund is carried in the United States Treasury as a special 
account of the Federal Reserve Board. Each federal reserve 
bank at the time the fund was originated was required to 
deposit $1,000,000 in gold, gold certificates, or gold order 
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certificates, in addition to an amount at least equal to the net 
indebtedness due to all federal reserve banks at that date. 

Each federal reserve bank keeps a balance in this fimd 
at all times and this balance counts as a part of its lawful 
reserve. Every morning each federal reserve bank telegraphs 
to the board the round amounts due to each of the other 
federal reserve banks, and the next day the settling clerks at 
Washington adjust their debits and credits by book entries. 
Deficiencies in the fund which result from this operation are 
covered by deposit of additional gold, or certificates in the 
treasury or any sub-treasury, or by credit operations such as 
rediscounts with other federal reserve banks which have an 
excess balance in the fund. Thus the balances resulting from 
most of the transit operations of the banks of the whole 
country are settled in a most economical manner without the 
actual shipment of gold. 

Organization and Routine of Transit Department 

The organization of the bank for making collections of 
cash items through the federal reserve bank and through 
out-of-town correspondents consists of a transit department, 
the work of which is to effect collections, and of a collection 
ledger department, the' function of which is to record and 
to follow up transit items in the process of collection. 

The work of the transit department may be divided into 
three separate parts: 

1. The collection of transit items. 

2. The collection of "trusts" — items collectible through 

the city collection department of the clearing house. 

3. The computation of exchange charges and the record- 

ing of interest delays. 

The transit items include all those classed as "countries** 
in the work of the other operating departments and all the 
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"sights" save the large ones which are collected by the mes- 
sengers of the city collection department. The transit depart- 
ment collects the trusts because they are closely related to 
the sights, and missorts as between these two classes can be 
most quickly and easily righted by having the same department 
in the bank handle both. These are the primary and essential 
functions of a transit department. The third function, that 
of computing exchange charges and recording interest delays, 
while incidental, is closely related to the collection of the 
transit items. These charges and delays arise chiefly from 
the collecting operations and accounting for them may be 
performed best by expert transit clerks. 

The transit department receives the material for its work 
mainly from the receiving departments of the bank — the mail 
teller and the receiving teller — but items also come from the 
foreign tellers, the note teller, and the city collection depart- 
ment. Certain correspondent banks in the city also make use 
of the facilities of the transit department under a reciprocal 
arrangement whereby the bank collects out-of-town items for 
these correspondents and they in turn collect for it items drawn 
upon banks in their immediate vicinity. These correspondents 
send their country items to the note teller for credit as ordinary 
deposits (see page 164). 

The various departments sort and forward their work 
to the transit department in keeping with an arrangement 
which has been evolved for the purpose of entering for col- 
lection on the day of receipt just as large a volume of items 
as is possible with a transit force of reasonable size. During 
the morning each department sorts and sends all its country 
items to the transit department. During the afternoon they 
divide the countries into two classes — the "small countries" 
and the "large countries." The former are held over to the 
next day, while the latter are sent to the transit department 
to be handled that same day. The sights are divided into 
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the same classes, but the large sights, as indicated above, are 
sent to the city collection department for collection by mes- 
senger. 

Division of Labor 

In keeping with the inflow of its work, the transit depart- 
ment operates in three sections: the night, the morning, and 
the afternoon sections. The night work is merely preliminary 
to the morning, but that of the morning is quite distinct from 
that of the afternoon^ 

Night Force 

The material upon which the night force works consists 
of the small countries which have been held over from the 
work of the preceding day, the night mail from the mail 
teller, the trusts, and certain hold-overs from the transit work 
of the preceding day. The federal reserve bank gives im- 
mediately available credit for items which are deposited 
with it before nine o'clock and which can be collected the 
same day. For most items deposited at a later hour, however, 
the sending bank must suffer loss of an extra day's availability. 
Accordingly in this section the main object is to prepare those 
items which are to be collected through the Federal Reserve 
Bank of New York in order that they may be deposited with 
that institution at the beginning of business the next morning. 
Items which are to be sent elsewhere are laid aside for the 
morning section. 

Morning and Afternoon Force 

The morning force completes the work upon these left- 
overs (non- federal reserve items from the night section), but 
its main work comes from the. mail teller. This consists of 
the country items, both large and small, from the morning 
mail The afternoon section handles the items which the 
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receiving teller has received up to a certain hour, together with 
the large country items from all departments of the bank. 
Thus the work is arranged so as to enable the bank to des- 
patch for collection upon the day of receipt a considerable 
part of the items contained in the day's receipts, thereby avoid- 
ing loss of interest, while the size of the working force 
and also the hours of labor are kept within reasonable 
bounds. 

The forces are divided into units, each of which operates 
a rack. The items are first proved in batches and sorted 
according to the rack division. Each rack handles items 
payable in states of a definite group. The groupings of the 
states in the racks are made for the most part to conform 
to the groups contained in each federal reserve district, but 
in the case of near-by districts the volume of the work is so 
large that these districts are divided among the various 
racks. 

Sorting Material of Racks 

In forwarding items for collection the bank sends them 
to its correspondents in all cases where they desire to handle 
the items under the terms which the bank is permitted to 
offer by virtue of the clearing house restrictions; all other 
items are sent to the federal reserve banks. Many of the 
correspondent banks desire that only those items which are 
drawn upon themselves be forwarded to them for collection ; 
others desire the business of a whole city or community. 
Because the federal reserve banks do not handle all classes 
of items the bank maintains a correspondent in each large 
financial center in order that it may have complete facilities 
for collecting non-federal reserve country items. 

The men at the racks sort their items according to col- 
lecting banks. The correspondents' rack spaces are arranged 
alphabetically and the rack men first sort to them whatever 
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items these banks are to receive. The items remaining are 
sorted to the federal reserve compartments. Each federal 
reserve bank and branch has two compartments. One of these 
is for material which can be collected by that bank on the 
day of receipt. The items making up this material are termed 
"federal reserve city items," since they are generally drawn 
payable in the federal reserve cities. The other compartment 
is for material which the federal reserve banks cannot collect', 
on the day of receipt. The items contained in this compart- 
ment are termed "federal reserve country items." 

Generally speaking, the clerks in charge of each rack are 
familiar with the routings of the items with which they come 
in contact. For reference, however, route books showing a 
list of the correspondents of the bank and the collection 
arrangements in eflfect with them, also the publications of the 
federal reserve bank showing the items collected by it, are 
kept for the states handled by each rack. 

Letters of Transmittal 

After the work of sorting the items is completed the rack 
men prepare letters of transmittal. These letters, which are 
prepared in duplicate, give the name of the sending bank, 
a list of the items which are enclosed, and instructions as 
to protest, wiring fate, etc. The letter sent to correspondent 
banks (Form i6) is printed on different colored paper accord- 
ing as the items are sent on a remittance, a charge, or a 
transfer basis. Letters for the federal reserve banks are made 
out on different forms, according as the items are sent to 
the local federal reserve bank as a deposit, or are a direct 
sending to other federal reserve banks or their branches. The 
carbon copies of these letters are retained in the bank. In 
addition to giving a list of the items enclosed, these carbon 
copies contain the names of the last indorsers of the items 
for convenience in tracing them should difficulties arise. 
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Universal Transit Numbering System 

Formerly it was necessary to write the full name of the 
drawee bank in listing each item on the remittance letter. 
In 1910, however, the transit managers from a ntunber of 
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the leading clearing houses of the United States, under the 
auspices of the clearing house section of the American Bankers 
Association, devised a system of numbering the banks of the 
country for transit purposes. This system, called the 
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"universal numerical system," was adopted by the association 
in 19 II. Under this system every bank in the United States 
has a distinctive number which is given in a directory, or key, 
published by the association.^ 

The system is used in varying degrees by the diflferent 
banks, but it reaches its maximum usefulness only when all 
checks, drafts, and indorsement stamps of a bank bear that 
bank's transit number. A bank desiring to list a check drawn 
upon that bank would then be enabled to use the transit num- 
ber; otherwise the effort required to look it up in the key 
would preclude such use. Thus a bank having occasion to 
refer to a check drawn upon the National City Bank of 
New York would find 1-8, the transit number of this bank, 
printed on the check and it would use that symbol instead 
of the name of the bank. 

Mailing Transit Items 

The items to be enclosed in the letters of transmittal are 
indorsed after the usual form, i.e., making them payable to 
any bank or banker and guaranteeing previous indorsements. 
The letters are then made up and sent to the outgoing mail 
department for mailing. A self-addressed post-card for use 
of the collecting bank in acknowledging receipt of items is 
forwarded with each outgoing letter of the charge or transfer 
type. 

Disposition of the Duplicate Letters — Charge Basis 

In the meantime the duplicate letters have been proved 
against the charges which were made against the given rack 
by the sorting desk. A duplicate letter representing items 
sent to a bank on a charge basis becomes a charge against 
that bank's account. These duplicate letters are sent to the 
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customers bookkeepers, where they are charged to the accounts 
of the collecting agents and later filed for future reference. 

Letters Sent on Transfer or Remittance Basis 

Items sent out for collection on a transfer or a remittance 
basis obviously cannot be charged to the deposit account of 
the collecting agent on the day of transmission. The bank, 
however, has disposed of items of value and must make an 
entry to show for them. To meet this need special collection 
accounts are set up for each bank to which items are sent 
on a transfer or a remittance basis. Ledgers containing these 
accounts are kept by the collection ledger department. In 
sending out letters of this sort the transit clerks charge the 
items to the collection ledgers on their rack proofs. The 
duplicate letters are forwarded to the collection ledger book- 
keepers who enter them to the debit of the proper collection 
accounts. 

Collections sent out on a transfer basis must be charged 
off the collection ledger and to the deposit account of the 
correspondent bank after a certain number of days have 
elapsed. The collection ledger bookkeepers, consequently, 
keep a careful watch over maturity dates of transfer items. 
As the required time elapses charge tickets are made out trans- 
ferring the charges from the collection ledger to the customers 
ledgers. These tickets are sent through to the customers 
bookkeepers who charge the amounts to the deposit accounts 
of the collecting banks. 

As remittances covering collections sent out on a remittance 
basis come in to the mail teller's department (see page 29), 
the letters are sent to the collection ledger department where 
they are credited to the collection accounts of the remitter. 
The transactions are then closed. Some banks remit the 
proceeds of collections when the collections are made, but it is 
quite a common arrangement to hold them until a prearranged 
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date for settling arrives, say semiweekly, and remit at one 
time for all collections which have been made for the whole 
period. It is an important function of the collection ledger 
bookkeepers to keep a watch over all such incoming remit- 
tances. If remittances are not forthcoming on time the unpaid 
item is followed up until the transaction is complete. 

From the above it is apparent that the collection ledgers 
of the bank are books of control over cash items in the process 
of collection. The balance outstanding appears in the balance 
sheet of the bank in the account "Due from Banks and 
Bankers — Domestic." 

Original letters of transmittal for items collected through 
the federal reserve banks are sent both to the New 
York Federal Reserve Bank and to the out-of-town federal 
reserve banks and branches in the usual way. Several letters 
are combined upon one deposit slip, however, in the case of 
those items which are sent directly to the local federal reserve 
bank, and the records of the bank with the federal reserve 
bank are kept by deposit slips rather than by individual letters. 
The duplicate letters for items of immediate availability are 
charged to the "Lawful Reserve with Federal Reserve Bank" 
accotmt, while the ones of deferred availability are charged 
to a "Federal Reserve Bank Collection" accotmt which is kept 
by the general bookkeepers. The general bookkeepers are 
charged with the duty of transferring these outstanding col- 
lections to the Lawful Reserve accoimt as they become avail- 
able. 

Collection of Trusts 

The term "trusts" is a misleading one to the lay reader. 
Ordinarily one would think of trusts as signifying items drawn 
upon trust companies located in the city. However, in the 
classification of cash items used by the bank upon the prac- 
tices of which this study is based, the term has no such sig- 
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nificance. It refers rather to items drawn upon institutions 
which are reached by the city collection department of the 
New York Clearing House. 

By a resolution adopted in 191 7 the clearing house associa- 
tion began to make collections of items drawn upon certain 
non-clearing bankers, individuals, firms, and corporations for 
its members. The association has made a list of selected 
institutions upon which it will present items for collection. 
In preparing this list the object was to select those non-clearing 
institutions against which the heaviest collections were to be 
made by member banks. 

Acting in conformity with the privileges extended under 
this resolution, the bank uses the clearing house to collect 
the trusts received before ten o'clock (the closing time for 
the entry of collection items at that institution). The whole 
mass of items which the bank desires to collect in this way 
is sorted according to drawees and those for each are placed 
in an envelope to which is attached a list indicating the con- 
tents, according to the clearing house requirement. The clear- 
ing house association provides a regular form of route sheet 
upon which is entered the amount to be collected from each 
drawee bank and the total to be collected from all the banks 
on the given day. These items are delivered at the clearing 
house and a receipt is obtained for them. 

The city collection department of the clearing house 
assembles the items it has accumulated from the sendings of 
the various member banks and delivers them to the various 
drawee banks. It obtains checks drawn upon clearing house 
banks in payment for such items. At the regular session of 
the clearing house at ten o'clock next day the collecting bank 
presents its receipt for the clearing house collection items which 
were delivered by it on the previous day, and clears the receipt 
in the regular way. In exchange the clearing house collection 
department returns to the member banks items which are 
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refused by the drawees and it clears the checks which it has 
received from the drawee institutions. 

The transaction of collecting trusts thus brings into the 
bank clearing house funds which are available on the follow- 
ing day. At the close of the day these collection receipts are 
charged to the city collection department to be contained in 
the proof of the latter overnight, and in the morning they 
are sent to the mail teller for clearing. 

Departmental Proof 

Proofs of the work of the transit department are made for 
the combined night and morning sections and for the after- 
noon section. The incoming items are proved by batches at 
the sorting desk. By keeping record of the incoming credits 
to the various tellers and departments of the bank, the proof 
clerk makes up the credit side of his sectional proof. The 
rack clerks each prepare a proof of their carbon copies of 
the letters of transmittal. These rack proofs are combined 
into scratch proofs which show the debit distribution of the 
items of the section as to the customers ledger groups, collec- 
tion ledger groups, and federal reserve banks, the latter by 
classes of items as to availability. 

The departmental proof (Form 17) is a combination of 
the two sectional proofs. In this proof the credit to the city 
collection department appears larger than might be anticipated 
from what has thus far been said about the relation of this 
department to the transit department. The city collection 
credit arises from the arrangement in vogue in the bank 
whereby all items held over from one day's work to the next 
are charged to the city collection department overnight. The 
departments receiving such items in their work on the next 
day then credit that department. The transit department's 
credit represents the small countries and the trusts held over 
from the preceding day . 
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* Banks for which this bank handles transit items; see page io8. 
Form 17. Transit Department's Daily Proof. (Size 12 x 15.) 
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Sundry Reports 

In addition to proofs of the day's work the transit depart- 
ment prepares certain reports for the general bookkeepers and 
for the local federal reserve bank. A list of the charges 
passed to the various customers ledgers on account of items 
having been sent out on a charge basis is forwarded to the 
general bookkeepers' department in order that they may check 
the work of the customers bookkeepers. The general book- 
keepers also receive reports of items sent to the collection 
ledgers and of those sent to the federal reserve banks, as 
indicated previously. 

A report of the changes which have been made in the 
bank's reserve account due to the transit operations is sent 
to the cashier of the bank. A report of all direct sendings 
to federal reserve banks and branches is also prepared for 
the New York Federal Reserve Bank. This report contains 
one sheet for each class of items (those sent to one-day, two- 
day, four-day, and eight-day points) and a recapitulation 
sheet (Form i8) showing the total direct sendings by days 
of availability of the credits. Each sheet is prepared on paper 
of distinctive color. 

Assessment of Exchange Charges 

The rules of the New York Clearing House Association 
determine the procedure of the bank in making charges for 
exchange. These rules divide all items into two classes : charge 
items for which the member bank must assess exchange 
charges, and discretionary items for which it may or may 
not do so at its discretion. For the guidance of members 
a table of charges is prepared classified by: (i) checks or 
drafts drawn upon banks, bankers, and trust companies; (2) 
bankers' acceptances; and (3) all other items further classified 
by states. This table shows charges upon each class of items. 
A minimum charge of 10 cents is, however, fixed for each 
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deposit of items not classed as discretionary. These charges 
range from discretionary to one-quarter of i per cent and 
in general they are based on the mail time required for 
collecting the item. Charges for bankers' acceptances, 
especially, are based upon the time required to collect them, 
since according to the rules they are to be charged for accord- 
ing to rates derived from the current schedule published by 
the local federal reserve bank. 

The transit department is charged with the duty of assess- 
ing exchange charges in accordance with those provisions. 
Accordingly all items receive the attention of exchange clerks 
before being sorted into the rack divisions. It is the policy 
of the bank to make no charge upon items designated as 
discretionary by the clearing house association. All charge 
items, however, are entered upon exchange sheets of which 
there is one for each depositor of the bank. These sheets 
show the date, place where item is payable, the face of the 
item, and the amount of exchange assessed. At the end of 
each fiscal month these columns are footed and a bill covering 
the charges is prepared for the customer as shown in Form 19. 

Charges for exchanges are paid in one of three ways 
according to the desires of the customer. Some customers 
wish to pay exchange at the time of making their deposits. 
In this case the receiving teller accepts the amount, credits 
the note teller, and reports the fact to the transit department 
to avoid the making of a double charge. (See page 17.) 
Other customers desire to pay exchange in cash at the end 
of the month. This class of customers is accommodated by 
the note teller. The transit department makes charge entries 
in the accounts receivable exchange book, charging each cus- 
tomer's account receivable with the amount assessed against 
him and crediting Exchange account When the note teller 
receives payment of a customer's exchange bill he credits that 
customer's Accounts Receivable Exchange account and stamps 
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the date of payment opposite the amount paid. The third 
and most common class of customers have their exchange 
bills charged to their accounts by the bookkeepers. The state- 
ment of the transit department in such a case is sent to the 
bookkeepers who make the charge to the proper account and 
the bill appears among the vouchers returned to the customer. 

Interest Delays 

When a customer to whom the bank pays interest on 
his balances, deposits items which cannot be immediately col- 
lected and used by the bank for loaning purposes, care must 
be taken to eliminate these unavailable items from the balance 
upon which interest is computed. If exchange charges have 
been assessed it is assumed by the bank that these charges 
compensate for the loss of interest; hence no interest delay 
deduction is made for items drawn on non-discretionary points 
which of course have been charged for under the clearing 
house rules. On all other unavailable items interest is delayed 
for a period corresponding approximately to the time required 
for collecting each particular item through the federal reserve 
bank. 

Interest delays on items received by the mail teller are 
computed by a transit clerk attached to the mail teller's depart- 
ment. This clerk indicates on each incoming letter the proper 
interest delay. The bookkeepers who post the letters also 
have the duty of preparing daily balances for interest pur- 
poses, and by referring to the delay stamp they make the neces- 
sary deduction for the mail teller's unavailable items. 

Deductions for items received by the receiving teller are 
computed in the transit department at the time of computing 
exchange charges. The country checks pass through the 
transit department where lists showing the delay to be made 
for each item drawn on a discretionary point are prepared. 
Delays on sights and trusts received by the receiving teller, 
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however, are not computed from inspection of the items 
themselves since the large ones do not pass through the transit 
department. The receiving teller submits to the transit depart- 
ment a list of all such items passing through his work, and 
this list becomes the basis for the computations of delays. 

At the close of the interest period the lists showing interest 
delay for each customer on items deposited with the receiving 
teller are submitted to the interest department which makes 
the proper deduction. The transit department also prepares 
and mails to each customer a list showing all the items upon 
which interest has been delayed by the bank for the given 
period, as shown in Form 20. 

Data for Analyzing Accounts 

For purposes of analyzing an account it is essential that 
the bank know the amount and cost of the collection service 
which it is furnishing gratuitously to the depositor. Accord- 
ingly a record is kept of the discretionary items collected for 
each depositor. In a separate section of the exchange sheets 
the face amount of each discretionary item or the total and 
number of small ones contained in a given deposit is entered, 
and in other columns the amount collected is entered imder 
the time required to collect it. At the end of the month 
the completed exchange sheet is passed to the analysis depart- 
ment of the bank where it serves as a basis for their calcula- 
tions made in this department. 

Checking Incoming Bills for Exchange 

Because of its intimate knowledge of the arrangements 
in effect between the bank and correspondents which act as 
collection agents for it, the transit department is given the 
duty of checking the accuracy of bills for exchange charges 
rendered against the bank by its correspondents. These bills 
are checked against the duplicate letters and against the agree- 
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ments which are in force between the two banks; then their 
payment is authorized. A knowledge of the charges which 
are being made against the bank acts as an incentive to the 
transit clerks to route their sendings in a way to reduce such 
charges to a minimum. 

Summary of Transit Operations 

The transit operations result in the collection of the country 
cash items and certain city items which cannot be collected 
through the clearing house. The collection of the items them- 
selves results in three changes in the financial position of the 
bank: (i) actual funds are received from those banks to 
which items are sent on a remittance basis; (2) the bank's 
deposit account with the federal reserve bank is increased 
by the amount of the items collected through the federal reserve 
banks and branches; and (3) the deposit liability of the bank 
is reduced by the amount of the items which are sent to 
correspondent banks on a charge or a transfer basis. 
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CITY COLLECTIONS 

Collection of Cash Items 

Thus far the discussion has traced the course of cash and 
cash items after they are received by the bank and the 
latter are converted into usable funds. It has been shown 
that the money received enters the paying teller's department, 
the clearing house checks go to the clearing house for collec- 
tion, while the sights, trusts, and country checks are sent 
through the transit department for collection by the federal 
reserve bank, the city collection department of the clearing 
house, or correspondent banks. 

These foregoing operations have accounted for all cash 
items received save the large sight drafts, the checks drawn 
upon the bank itself, and a few special items payable in the 
city but not taken by the federal reserve bank. The checks 
which are drawn upon the bank itself do not require any 
process of collecting. Accordingly there remain only the large 
sights and a few special cash items to be considered to make 
the collection of cash or deposit items complete. 

It is impracticable, however, to pursue further the plan of 
following the course of cash items exclusively through the 
bank. Collection of the few remaining ones is effected by 
messenger or "by hand"; that is, messengers of the bank 
present them to the various drawees and receive acceptable 
funds in payment. The city collection department of the 
bank handles such collections but it devotes only a small por- 
tion of its time to these activities. To prevent duplication 
of effort it collects in addition to these cash items every other 
item payable in the city which cannot be sent through the 
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regular clearings, the city collection department of the clearing 
house, or the local federal reserve bank. These items are 
rather varied in nature but in general they are of two classes : 
(i) collection items, and (2) dishonored and rejected items. 

Collection Service 

A very extensive service of the bank consists of making 
collections for its depositors and other customers. The collec- 
tion service very closely resembles the cash item deposit service 
which has just been described in the preceding chapters. In 
fact the distinction between receiving items on a cash basis 
and receiving them on a collection basis arises largely from 
the method of handling the items within the bank itself rather 
than out of service performed. In most cases the collecting 
operations build up deposits in the same manner as do the cash 
operations. 

There are important differences with respect to the way 
in which collections build up deposits as compared with the 
cash item operations. The cash item is immediately credited 
to the customer's accotmt regardless of the fact that in many 
cases the bank must consume time in reimbursing itself for 
the advance which it makes to the depositor. In the handling 
of collection items, however, credit is made to the depositor's 
accotmt or a check issued to him only after the bank has 
possessed itself of funds in return for the item offered for 
collection. 

There are also some differences between the kind of items 
which make up the cash work and those entering the collection 
process. In the first place, items regarding which there is 
relative uncertainty as to their collectibility are not taken on 
a cash basis. In the second place, items requiring special 
service which is not provided in the ordinary process of col- 
lecting cash items, i.e., wiring advice of payment, etc., are 
generally accepted on a collection basis. Finally, the cash 
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work contains only sight, demand, and other items which 
have matured, while in the collection work no discrimination 
is made against instruments which are not yet due. 

In undertaking to make collections for customers the bank 
does not become the owner of the item to be collected. It 
acts merely as the agent of the owner. As such, it agrees to 
use ordinary care and diligence in attempting collection but 
beyond that point it is not responsible for any loss or disad- 
vantage which may accrue to the owner of the item through 
its action. It is the policy of the bank, however, to devote 
the same care and attention to collection items that it devotes 
to its own cash items. 

Uses of Collection Service 

The collection service of the bank has a threefold aspect: 
service, advertising, and revenue-producing. The bank con- 
siders it a necessary part of its service to make collections 
for its depositors. Accordingly the collection service is a 
gratuitous service for these customers, excepting in the case 
of foreign collections and of those out-of-town collections 
which must be charged for under the rules of the New York 
Clearing House. 

The bank also uses its collection service as a device to 
attract new accounts. In this connection its collection facilities 
are made available to likely new business prospects on the 
same terms as those enjoyed by customers. 

The third use which is made of the bank's collection facili- 
ties is that of producing an income for the bank. For various 
reasons there are those who do not desire to make use of 
the complete services of the bank through the account relation 
but who, nevertheless, may consider the occasional or the con- 
stant use of the bank's collection services for a stipulated fee 
a good business proposition. In dealing with these customers 
the bank approaches them purely on a business basis. They 
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use the collection facilities and expect to be charged a fee in 
keeping with the value of the service. 

Miscellaneous Collection Activities 

The collection work of the bank includes another class of 
items which has not as yet been mentioned. These consist 
mainly of items which have entered the bank on a deposit 
basis, but which have failed of collection through the ordinary 
channels. They include: 

1. QiecKS and drafts which are returned to the bank 

by out-of-town correspondents because* they could 
not pay or collect them. 

2. Cash items drawn upon the bank which it refuses to 

pay. 

3. Items which have been sent in error to the cash item 

departments of the bank and to the clearing house. 

Once a cash item has failed of collection it usually enters the 
collecting departments where it is handled in much the same 
way as a collection item. 

City Collection Department 

The organization of the bank for the work of effecting 
collection of the items which have been described consists of 
a city collection, or fifth teller's, department, and a messenger's 
department 

The main work of the city collection department, as its 
name indicates, is to effect the collection of items which are 
payable in the city. This work includes, first, the collection 
of certain cash items; and second, the collection of the city 
items received on a collection basis. In addition to effecting 
the collection of the material just mentioned it also secures the 
acceptance of time items which are drawn upon city drawees. 
Again, all cash items which fail of collection through the 
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clearing house, or the transit department, or which the bank 
refuses to pay at the check desk, are collected by the city 
collection department. Lastly, some miscellaneous work, con- 
sisting mainly of rerouting the missorts and hold-overs from 
the cash work of the bank to the proper departments and 
of recording the hold-overs, is performed. Briefly stated, 
then, the function of the city collection department is to obtain 
funds for all items payable in the city which cannot be collected 
through the clearing house or the federal reserve bank with 
the exception of notes and coupons. These are collected by 
the note teller's department and the coupon collection depart- 
ment respectively. 

Territory of City Collection Department 

The territory of the city collection department embraces 
all that which is not covered by the transit department and 
the clearing house for cash items, and by the country collection 
department for collection items. In the work of banks in 
most cities this department would make collection of items 
upon all city drawees which could not be reached by the 
clearing house. Owing to the size of New York City, how- 
ever, and the exceptional facilities which exist here for effect- 
ing collections, the city collection department of the bank 
upon the work of which this study is based covers only a 
small portion of the Greater City. The transit department, 
acting through the city collection department of the clearing 
house, the New York Federal Reserve Bank, and certain of 
the bank's correspondents located in the city, collects many 
city items and thus relieves the city collection department of 
a large amount of work. The territory of the city collection 
department, then, is narrowed down to include only down- 
town New York. In addition to handling collections in its 
regular territory the city collection department is given the 
task of collecting large items — say those in excess of $S,ooo 
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payable anywhere in the Greater City and in certain of the 
more important suburbs. While the city territory is thus 
comparatively narrow, it must be borne in mind that it includes 
the New York financial offices of a great many of the large 
business concerns in the coimtry and the work is therefore 
quite heavy. 

Collection of City Cash Items 

The city collection department collects those large cash 
items which cannot reach the transit department in time to 
be sent to the federal reserve bank for immediate credit on 
the given day. On such items the loss of one day's interest 
which would result if they were held over until the next day 
more than outweighs the expense of collecting them by mes- 
senger. In addition the department collects certain docu- 
mentary drafts forwarded to the bank on a cash basis which 
the federal reserve bank and the clearing house do not imder- 
take to collect for members. 

The items for collection are indorsed with the "paid" stamp, 
sorted according to the routes followed by the messengers, 
and entered in duplicate on route sheets. The route sheet 
shows the name of the drawee and the amount of the draft. 
It also has spaces for indicating the fate of the items after 
collection has been made or attempted. The original sheet 
is retained by the sight draft clerk as a record of the items 
sent out for collection. 

The material to be collected, together with the duplicate 
route sheets, is then turned over to the messenger's depart- 
ment. The messengers present the items to the drawees and 
obtain either payment or refusal of them. As the messengers 
return fron:* their routes the fate of each item is entered upon 
the original route sheet. If remittances have been received, 
the kind of funds which have been obtained is indicated. If, 
however, payment has been refused, notation of the fact is 
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made in the "fate" column of the route sheet. The completed 
sheets thus contain information showing the result of each 
presentment made by the messengers. They are then filed. 

Disposition of Dishonored Cash Items 

Whatever cash items are unpaid are immediately charged 
back to the customer in order to bring his balance down to 
proper proportions, since the items were originally credited 
to his account These items are entered in a book showing 
the reason for non-payment, the name of the drawee, the 
name of the indorser to which the bank looks for reimburse- 
ment, the amount of the drafts, and their fate. The unpaid 
instrument is also protested through the bank's notary unless 
the indorser has waived protest ; the account of the customer 
is debited and the Commission-Notary Fees account is 
credited for the amount of these protest fees. Instead of 
returning the item immediately to the indorser, the bank 
generally enters it upon a collection basis by transferring it 
from the cash section to the collection section. Collection on 
this basis is then attempted. 

Source of Collection Items 

The main source of collection items is the mail teller's 
department. To assist the mail teller with the heavy morning 
mail, representatives from the city collection department call 
at the former department and receive the collection items 
which belong to their department. After the heavy morning 
work is completed the mail teller's clerks themselves send 
the collection items to the city collection department. After 
the instructions of the customer have been copied the letter 
is returned to the mail teller who acknowledges receipt of it. 
Another source for a comparatively large amount of material 
is the foreign collection import department which receives all 
collection items sent from abroad. 
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Kinds of Items Collected 

The items to be collected are rather heterogeneous in 
nature and the specific classes are too numerous to be men- 
tioned at this point. The city collection department handles 
only sight, demand, or matured time items, mainly drafts 
which are payable within its territory. It effects the collection 
of arrival drafts, however, and these are in substance time 
drafts. The drafts are either clean or documentary. Docu- 
mentary drafts are those accompanied by bills of lading, stocks, 
bonds, and other securities and negotiable instruments which 
are to be delivered to the drawees upon payment of the draft. 
When the documents accompanying the drafts are securities, 
the drafts are called "stock drafts." The clean drafts for 
collection consist as a rule of those which cannot be handled 
as cash items because some special service, such as allowing 
the drawee a discount from the face of the item, sending a 
special advice of the result of the collection, etc., is desired 
by the customer, or because the owner has no account with 
the bank. 

The collections are divided into four classes: 

1. Those the proceeds of which are to be credited to 

the customer's account. 

2. Those which are to be settled for by means of a 

cashier's check. 

3. Stock drafts. 

4. Foreign drafts. 

To a certain extent each of these classes of collections is 
handled separately. 

Recording Collections 

Incoming collection items are first entered from the cus- 
tomers' letters upon record sheets or collection registers (Form 
21) which contain the following information: date, indorser. 
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drawee, date of customer's letter, his collection number, 
amount, instructions as to protest, etc., and a column for 
noting the final disposition of the transaction. One sheet 
is kept for each class of items mentioned in the preceding 
paragraph. When the transaction is closed these sheets con- 
tain complete details of the attempt made to collect, whether 
it be successful or not. They are, accordingly, filed in a binder 
as a permanent record of the collection work. 
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Ponn 22. (a) Letter Advising Credit for Proceeds of a Collection (original). 

(Size 6 X 8.) 

From the collection register sheets a form letter of advice 
(Form 22) is made out in triplicate. This form letter contains 
the customer's letter date ; his number, or in the case of foreign 
items the number which has been assigned to the item by 
the foreign collection import department ; name of the drawee ; 
amount of draft; and method of settlement for proceeds. 
After collection has been effected the original of this letter 
serves as an advice to the customer that collection has been 
made. The duplicate serves as a credit ticket, as the basis 
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Form 22. (b) Letter Advising Credit for Proceeds of a Collection (du- 
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for issuing a cashier's check, or as instructions to the foreign 
collection import department, depending upon the nature of 
the collection. The triplicate copy is checked against the cus- 
tomer's letter to verify its accuracy, this operation in effect 
proving the entries on the collection register sheets, since 
the ticket was prepared from them. The ticket is then filed 
as a record of the collection. 

After entry of the collection items has been made they 
are recorded upon route sheets and sent out for collection 
by the messenger's department in the same way as the items 
in the cash work. Drafts with stocks and bonds attached 
are collected only by experienced messengers who make a 
specialty of handling instruments of this sort After collec- 
tion has been effected the items which the messengers have 
received become a part of the cash receipts, while the tickets 
crediting the accounts of customers are proved against the 
cash brought in by the messengers. 

The Credit Journal 

The credit tickets for customers' accounts are entered in 
the credit journal a sheet of which is illustrated in Form 23. 
The purpose of a credit journal is to obtain control figures 
over tickets sent to the bookkeepers of the bank for which 
the offset is a debit to cash. There is a column for each 
ledger to which credit tickets are sent. Each credit ticket is 
entered in the column of the ledger to which it pertains. 
At the close of the day the totals of the columns are obtained 
and the resultant figures showing the credits to each ledger 
are sent to the general bookkeepers for the purpose of building 
up the control accounts for the customers ledgers. After the 
tickets have been entered in the journal they are forwarded 
to the bookkeepers for posting. Credit tickets to general 
accounts of the bank are entered in a single coliunn of the 
journal and forwarded to the general bookkeepers. The total 
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of this column in the credit journal serves to prove the total 
of the tickets received by the general bookkeepers. 

Settling for Collections 

Settlement for the proceeds of collections is made accord- 
ing to the instructions of the owner. Depositors generally 
request the bank to credit their accounts for the proper amount. 
If the customer desires the proceeds to be handled in this way 
the credit ticket is sent to the bookkeeper for posting accord- 
ing to the method just described. 

In settling for collections with those who are not depositors 
of the bank and with those depositors who instruct it to do 
so, the bank uses a cashier's check. The city collection depart- 
ment is not authorized to issue cashier's checks, the work being 
centralized with the note teller except in the case of those 
departments which use cashier's checks in very large voltmie. 
In keeping with this arrangement the checks needed for paying 
customers are obtained from the note teller upon requisi- 
tion. 

Mention has already been made of the fact that in addition 
to operating its city collection machinery for the convenience 
of its depositors, the bank uses such machinery to attract new 
business and to produce income. When a collection is under- 
taken for one who is not a depositor of the bank the proposed 
transaction passes through the credit department and then 
to the official group in charge of the applicant's territory for 
approval. Coincident with approving the transaction the 
officers fix the charge, if any, to be made for the service. 
After completing the client's commitment the city collection 
department reports the transaction back to the credit depart- 
ment and they send it to the officers in charge of the customer's 
territory who send the check in settlement of the proceeds. 
By this arrangement the officers are enabled to write the proper 
follow-up letters to new business prospects. 
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Procedure on Noft-Payment 

In case an item is not paid the instructions of the customers 
are carefully followed. In the absence of instructions to the 
contrary the item is protested if over $10, and for all those 
over $500 a telegram is sent to the customer advising him 
that the item is unpaid and asking for instructions. Almost 
every collection item, however, is subject to some sort of 
instructions, either special or standing. Those who regularly 
use the collection facilities of the bank, file standing instruc- 
tions which they desire to have the bank follow in the event 
that certain classes of items are unpaid. These instructions 
are filed away and carefully observed. In addition, special 
instructions covering a given item are generally contained in 
the letter of the customer and are entered on the duplicate 
advice slip for the guidance of the department. These instruc- 
tions cover such points as protest, wiring or advising fate, 
holding against arrival of goods, etc. 

After it has been definitely established that a collection 
cannot be made, the item is returned to the customer who 
reimburses the bank for protest fees and other expense which 
it has inctu'red. In general, however, every effort is made 
both by the bank and by the owner of the draft to have it 
paid. To close out special transactions of this sort, strictly 
non-banking functions are performed at times, but such service 
is furnished only in exceptional cases. The bank endeavors 
at all times to avoid transactions which carry it beyond its 
proper functions. 

Arrival Drafts 

The collection service in connection with arrival drafts 
merits special consideration. An arrival draft is one accom- 
panied by a bill of lading and made payable when the shipment 
covered by the bill of lading arrives at its destination. The 
bank presents a draft of this sort to the drawee on the day 
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of receipt. This presentment, however, is merely for the 
purpose of notifying the drawee that the bank has the draft 
for collection. Collection of the draft and surrender of the 
bill of lading will be made only when the shipment arrives. 
The consignee can generally be relied upon to watch for the 
arrival of the merchandise and notify the bank of his willing- 
ness to take up the draft, since he is, presumably, desirous of 
obtaining his consignment as promptly as possible. To make 
sure that the interests of its customers are being served, the 
bank sends the drawee each week a notice of the fact that 
it is holding the draft pending the arrival of the goods. The 
owner is also advised that the draft is being held, a duplicate 
copy of the notice sent the drawee serving this purpose. A 
third copy is retained as an office copy. Notices of this 
sort are sent out regularly until payment of an arrival draft 
is made or refused by the drawee. 

Customers often negotiate short loans with the loan depart- 
ment of the bank upon the collateral of arrival drafts. The 
bank, having previously ascertained the willingness of the 
drawee to meet such a draft upon the arrival of the goods, 
advances funds to the owner upon the security of the proceeds 
of the collection, backed up by the lien upon the shipment 
itself, afforded by the bill of lading. In such a case the draft 
is held by the city collection department, but after collection 
is effected the transaction is sent to the loan department where 
the funds collected are used to pay off the outstanding loan. 
The balance is then credited to the customer's account. 

Acceptance of Time Items 

In addition to its regular collection work the city collection 
department secures the acceptance of those time items which 
come to the bank drawn upon drawees within the city territory. 
Items of this sort are entered upon a special collection register 
sheet and presented to the drawees. They are, if necessary. 
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left in the possession of the drawee overnight for examination. 
If accepted the drafts are turned over to the note teller's 
department for collection at maturity, or to the discount depart- 
ment if they are to be discounted in accordance with the 
instructions of the owner. Items which fail to be accepted are 
handled according to the instructions of the drawers in much 
the same way as are regular collection items. Many drafts 
for acceptance, especially those from the foreign division, are 
accompanied by documents which are to be delivered to the 
drawees upon acceptance of the drafts. In this case the docu- 
ments remain in the possession of the bank until acceptance 
is effected, but the drafts themselves may be left out overnight 
for examination by the drawees just as are clean bills. 

Recovery of Uncollected and Dishonored Items 

In addition to the work of collecting city items, the city 
collection department has the function of making recovery 
on cash items which have failed of collection and for protest 
fees incurred in connection with dishonored cash and collec- 
tion items. It also recovers on items which the check desk of 
the bank refuses to pay and redeems those which are returned 
to the bank from the clearings. Lastly, this department takes 
charge of all missorts to the other departments of the bank 
and of those held over from one day's work to another. 

A collection return item is one which has been sent out 
by the bank to some correspondent on a collection basis and 
which is returned unpaid by the collecting agent. Such items 
come first to the mail teller's department where a credit is 
put through to the account of the collecting agent for such 
expenses as protest fees paid by him. This department routes 
all collection returns, save those upon which protest fees have 
been incurred, to the country collection department for return 
to the customer. Collection returns upon which protest fees 
have been paid are sent to the city collection department 
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where the amount is recovered from the customer and the 
dishonored item returned to him. 

Cash return items are those which were forwarded to and 
later returned by federal reserve banks, correspondents, or 
the clearing house, because these agencies were unable to pay 
or collect them. The drawees of items of this sort may refuse 
to pay them because the drawers have insufficient funds on 
deposit, because of stop-payment orders, irregularities in body, 
forged or missing signatures or indorsements, etc. Again, 
the transit or the assembly rack department may have sent 
items to the wrong banks. 

Out-of-town correspondent banks return these items to 
the bank through the mail teller together with a reason for 
the return of each. The mail teller credits the correspondent 
and charges the return to the city collection department. In 
addition to these returns from out-of-town banks there are 
clearing house returns which the clearing house banks return 
directly to the city collection department either by messenger 
or through the three o'clock session at the clearing house. 

Clearing House Redemptions 

Items returned to the bank by clearing house members 
are redeemed by a distinctive form of cashier's check used 
by all clearing house banks, as shown in Form 24. These 
checks are made non-negotiable, except through the clearing 
house, and they are to be used only for the purpose of making 
redemptions. The redemption check covers in addition to the 
amount of the returned item the fine, if any, which the bank 
making the return claims under the clearing house rules. 

The Fine account is debited for each fine which is incurred 
and a record is kept of the clerk who was responsible for 
the error. Once a month the balance of the Fine account is 
determined and a pro rata charge made against the salary 
of each employee who has caused fines to be charged against 



Digitized by 



Google 



CITY COLLECTIONS 



145 




Digitized by 



Google 



146 PRACTICAL BANK OPERATION 

the bank. No attempt is made to recover the full loss which 
has been incurred by fines, the idea being rather to provide a 
punitive device for reducing to a minimum errors due to care- 
lessness. 

Cash Items Dishonored by Bank 

The cash return items which are collected are augmented 
by the items which the bank itself refuses to pay. The cus- 
tomers bookkeepers and the signature control department act 
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as a court of final jurisdiction as to what checks the bank 
will pay. It is the work of the signature control department 
to detect all forged, missing, or irregular signatures or indorse- 
ments and other irregularities affecting checks which make 
it advisable not to pay them. The bookkeepers guard against 
incurring overdrafts and paying checks against which stop- 
payment orders are outstanding. Checks of this sort together 
with those which have been sent in error to the bank through 
the clearing house are sent to the city collection department 
by the bookkeepers. This latter department attaches a slip 
(Form 25) to each clearing house item showing whether it 
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is to be returned by hand or through the clearing house, 
together with the reason for refusing to pay it. 

Cash Returns 

Cash returns are collected by the city collection depart- 
ment in a manner depending upon the cause for return and 
in keeping with the means which are at its disposal for effecting 
such collections. If the cause for non-payment is that the 
item was missent either through the clearing house or by the 
transit department, the error is corrected by sending the item 
out for collection to the proper agent. Minor irregularities 
usually are corrected without recourse being had to an indorser. 

In most cases of. non-payment of cash items, however, 
collection will be impossible, and the bank looks to the 
depositor for reimbursement. It will be recalled that the bank 
reserves the right to charge deposit items back to the 
depositor's account in the event it is unable to effect collection. 
Returns of this sort are accordingly presented by hand to 
those indorsers whose places of business are within its territory 
and by mail to those located out of town. The former reim- 
burse the bank in cash, while in dealing with the latter the 
bank charges their accounts for the face of the item together 
with protest fees. In returning an item by mail, duplicate 
charge tickets are used, one copy of which is sent to the 
customers bookkeepers as a charge to the customer's account 
and the other copy accompanies the item as a letter of advice 
to the depositor. 

Clearing House Returns 

All "sent wrongs'* and other items upon which the bank 
is entitled to collect a fine under the rules of the clearing house 
are returned to the offending bank by hand. These returns 
must be presented to the receiving banks before three o'clock, 
otherwise the fine cannot be claimed. Accordingly, as- these 
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items are discovered by the check desk and charged to the 
city collection department they are at once forwarded by 
messenger for collection. All other items to be returned 
to the clearing house are sent, if possible, to the three o'clock 
clearing house session which is held solely for the purpose of 
returning items of this sort. Otherwise they are collected 
by hand. The Fine account is credited for all fines which are 
collected. 

Clearances and Redemptions 

The city collection department also handles the clearances 
and the redemptions for certain city correspondents which use 
the bank as their clearing agent, the term "clearances" refer- 
ring to the items presented at the clearing house against these 
particular banks. For example, say the National City Bank 
clears for the New York agent of the Bank of Montreal. 
Under an arrangement of this sort the various clearing house 
banks present their checks upon the Bank of Montreal agent 
to the National City Bank along with the checks drawn upon 
the bank itself ; the Montreal checks received by the National 
City Bank are termed "clearances" in the work of the institu- 
tion. These items are sent to the check desk as are the items 
received from the clearing house drawn upon the bank itself. 
The check desk delivers them to the city collection department 
which in turn delivers them to the drawee bank and obtains 
a check in settlement. 

During the day the drawee banks for which the bank 
clears examine the clearances. The items which they refuse 
to pay they send to the clearing bank for reimbursement. 
Recovery from the oflfending banks is then obtained just as 
recovery is made for the items sent to the bank itself which 
cannot be paid. Likewise redemption of the sendings of these 
particular banks is attended to by the city collection depart- 
ment and reimbursement obtained from them. 
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Missent and Hold-Over Items 

A highly important function of the city collection depart- 
ment is that of acting as a depository for missorted and held- 
over items from other departments of the bank. It often 
happens that an item is sent from one department to another 
in error. These errors within the bank are corrected by 
charging the items to the city collection department ; the latter 
department then throws them in with its regular cash items 
and sends them to the proper department for treatment. In 
a similar manner, to relieve the paying teller, the checks which 
he has cashed, excepting those which are drawn upon the bank 
itself, are sent to the city collection department and forwarded 
by it to the proper departments for collection. 

The work of each department of the bank must close at 
an hour in keeping with rational working hours for employees. 
Hence in such departments as the mail, receiving teller's, 
transit, etc., there are certain cash items which have not been 
made ready for collection at the close of the day. These 
items are charged to the city collection department in order 
that they may be assembled upon one record, but the items 
themselves are passed on to the bank's various night forces 
where they are prepared for collection the following day. 
The city collection department thus becomes the agency in 
the bank for holding all the unfinished cash business of the 
operating departments on its records overnight, and for cor- 
recting errors arising within the bank in the passing of items 
from one process to another. 

Disposition of Receipts 

The receipts of the city collection department are disposed 
of in the same manner as are those of other departments. 
The currency goes to the paying teller, the checks upon the 
bank itself go to the check desk, and the clearing house checks 
are prepared for collection by the assembly racks. The city 
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collection department does not accept country items, sights, 
and trusts in payment of the collections which it makes. 
Through the receipt of checks and drafts from the paying 
teller and missorts, however, some such items will have been 
obtained. These are routed to the transit department for 
collection. Charge and credit tickets resulting from the day's 
work are sent to the customers bookkeepers to be, posted to 
the proper accounts. 

Fifth TcUcr's Proof 

Several subsidiary proofs are prepared in the city collec- 
tion department. A separate proof is made of the cash work, 
of the collection work, and of the returns. At the close 
of the day a general proof is prepared, as shown in Form 26. 
In addition to giving a condensed journal record of the trans- 
actions passing through the department for the day, this proof 
serves the highly important function of constituting an in- 
ventory of the unfinished cash work, since all unfinished items 
are charged to this department at the close of the day. This 
proof ranks with the other proofs of the bank in importance 
as a record of departmental activities and it serves the added 
function of showing an inventory of the cash work in process, 
just as the paying teller's proof in addition to giving a record 
of the work of his department shows the amount of actual 
cash on hand. 

Messengers' Department 

As has already been indicated the work of making col- 
lections in the city by the city collection department is done 
"by hand," i.e., by messenger. The work of making these 
collections along with that of carrying money, securities, docu- 
ments, and notices between the bank and such institutions as 
the bank's affiliated corporations, the clearinghouse, the federal 
reserve bank, and such clients as stock brokers, borrowers, 
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etc., is heavy enough to require the services of a large mes- 
senger force. This force is grouped together into a specialized 
messenger's department 

The demands which are made upon the messenger's depart- 
ment are uneven from hour to hour. From eight o'clock to 
ten o'clock the work is comparatively light Between ten 
o'clock and three in the afternoon the work of the city col- 
lection, note teller's, coupon collection, and other departments 
demands that many errands be run. After three o'clock there 
is a let-up in the work. To meet this situation the messenger 
force is shifted about from task to task. In the morning the 
messengers assist the mail teller in handling the morning mail 
and the assembly racks. In the afternoon they are assigned 
to the various departments which may be in need of special 
messengers. In addition to keeping the messenger force 
profitably employed this shifting about trains the employees 
in the work of the bank and thus prepares them for advance- 
ment In contrast to these, certain of the older and more 
experienced messengers are assigned definite tasks which they 
perform daily. For example, a special messenger attends 
to making gold shipments and to carrying large sums of cash 
between the bank and such institutions as the assay office 
and the federal reserve bank. Certain others assist the paying 
teller in tending the vaults and carrying large sums of money 
from place to place. Other special messengers handle stock 
drafts and other items of this sort. 

Messengers' Routine 

In effecting collections eadi messenger travels a definite 
route and in general handles a special class of items. He 
receives his items against signature from the departments 
whose work he is assigned to handle and he is held responsible 
for all items which he signs for. In effecting collections the 
bank accepts only checks drawn on itself, upon clearing house 
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banks, or cash. As a general rule all checks of $500 or over 
in amount must be certified. In case of payment against 
documentary drafts it is customary to require that all checks 
be certified. The rule as to certification, however, is dis- 
regarded in dealing with well-known, highly responsible 
drawees. Time items requiring acceptance are left in the 
possession of the drawees overnight for examination. The 
messenger prepares a "left-out" slip which is used by the 
bank to represent the item left out until it is "picked up" 
by the messenger the next day. 

In case a messenger is unable to locate the proper party 
at his office, or in case an item is refused, a notice of present- 
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Form 27. Notice of Presentment. (Size 7 x 3.) 

ment (Form 27) is left at the drawee's office as evidence 
that presentment of the item has been made. The bank under- 
takes to hold the item for a short time to enable the drawee 
to call and pay it. 

When the messenger returns from his route he reports 
directly to the department the work of which he is handling. 
The items which he brings back are carefully checked against 
the route sheets; each item taken out must be represented 
either by fimds, a left-out ticket, or it must be brought back 
with reasons for non-payment. 
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Summary of City Collection Work 

The work of the city collection department marks three 
achievements in the progress of work through the bank : ( i ) 
the last items in the cash work have been collected; (2) the 
errors in the other cash item operations have been adjusted ; 
and (3) the collection of non-cash items has been introduced. 
At this point other departments of the bank join with the 
city collection department to supplement the collection service 
of the bank. 

A chart showing the disposition of all cash and cash items 
received by the bank (Form 28) summarizes and presents in 
condensed form the procedure described up to this point 



Digitized by 



Google 



CHAPTER VII 

COLLECTION OF NOTES, COUPONS, AND 
COUNTRY ITEMS 

Note Teller's Department 

The note, or third, teller's department is a collection depart- 
ment, but only in a general sense. Genetically, this depart- 
ment is the matrix from which sprung such departments as 
the city collection, the coupon collection, the messengers', etc. 
In the early history of the bank the note teller's department 
had the function of collecting all city items and of attending 
to the various miscellaneous teller activities which are neces- 
sary in any bank. As the bank grew to its present size, 
however, gradually the departments just named were evolved 
and they have assumed one by one the original collection 
functions of the note teller's department until only one — the 
collection of notes and acceptances for customers — remains. 
On the other hand the miscellaneous teller duties have been 
retained through all this evolution. The result is that the 
note teller's department has two functions: (i) collecting 
notes and acceptances, and (2) performing miscellaneous teller 
activities. 

Receiving Items for Collection 

The collection work of the note teller's department con- 
sists of two separate and distinct parts. In the first place 
this department acts as a receiving teller for items which are 
being entered for collection by the local customers of the bank. 
Acting in this capacity it receives whatever items these cus- 
tomers of the bank enter for collection rather than for imme- 
diate credit to their accounts, obtaining instructions from 

156 



Digitized by 



Google 



COLLECTING NOTES, COUPONS, COUNTRY ITEMS 157 

the owners as to how the transactions are to be handled. 
Receipt is given for the items on the last page of the pass 
book or upon a receipt form, according to the wishes of the 
customer. After this is done the note teller's department is 
not further involved in the transaction imless the item entered 
for collection be a note or an acceptance. The work is passed 
on to other departments of the bank as follows: 

1. The coupons, to the coupon collection department. 

2. Out-of-town collections, to the coimtry collection 

department. 

3. Items payable in the city, to the city collection depart- 

ment 

Collection of Notes 

The second collection function of the note teller's depart- 
ment consists in actually effecting collection of and settling 
with the customers of the bank for notes and acceptances which 
have been entered for collection. This work of collecting 
notes and other time items is the primary function of the 
note teller's department. It is the one from which the depart- 
ment derives its name, although in a large bank some of its 
miscellaneous work may equal or even exceed the collection 
of notes in volume, if not in importance. 

Note and Acceptance Blotters 

The first step in the process of preparing notes for collec- 
tion is to enter them in blotters or collection registers. The 
note teller's department has a register in which are entered 
those notes and acceptances which are received over the 
window. For items coming from other sources, however, the 
departments which receive them keep the registers. Thus the 
city collection department keeps a register giving a record 
of the acceptances which it passes to the note teller's depart- 
ment for collection, and the registered mail department and 
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the mail tellers likewise keep blotters giving details of the 
notes and acceptances they send to the note teller's department. 
While the foreign collection import department does not keep 
a separate register covering its sendings of notes and accept- 
ances, its records are designed to give the necessary informa- 
tion in another way. 

The collection registers are merely designed to obtain 
control over incoming collection items of this sort and for 
the recording of essential information for guidance in making 
collections. They contain the following information : date of 
customer's letter, address of sender, indorser, customer's 
collection number, due date, instructions as to protest, where 
payable, amount, and special instructions. 

Timing the Items 

To protect owners and indorsers in the event of possible 
non-payment, it is essential that the bank present notes and 
acceptances for payment on the exact due date. To assist in 
bringing about presentment for collection on the proper date, 
the due date of each item is determined and entered con- 
spicuously in color on the face of the instrument. This process 
is called "timing." In order that a high degree of accuracy 
be obtained in the timing, two checkings of the work are made. 

When the notes and acceptances have been timed a quad- 
ruplicate ticket is prepared for each transaction. This ticket 
contains the following information: date transaction was 
entered, name of owner, name of maker or acceptor, date 
of his collection letter, date payable, place payable, amount 
of the item, owner's collection number, and method of settle- 
ment for the proceeds. Any special instructions are also 
noted on the ticket. The original of the ticket serves as an 
advice of credit to the customer and is sent to him at the 
time collection is effected. The duplicate copy serves as a 
ticket crediting the amount collected on the note or acceptance 
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to the customer's account or to the Cashier's Check account 
These two copies are attached to the instrument which is to 
be collected and they follow it through the remainder of the 
work. 

Owners' File 

The third copy of the ticket is placed in the owners' file. 
In this file the tickets representing the work completed during 
the last few months and that in process for each customer 
for whom the department makes collections are filed together. 
This file is particularly useful for referring to an item con- 
cerning which the owner makes inquiry. It is also useful 
for showing the amount of collection business transacted and 
pending for each customer, and at what time and how large 
accretions to his account may be expected in case the question 
of carrying an overdraft for him comes up for consideration. 

Makers' and Acceptors' File 

The fourth copy of the ticket is filed in the makers' and 
acceptors' file according to the name of the one who is to 
pay. The purpose of this file is to indicate the collections 
made and pending against the various makers and acceptors 
from whom the bank makes collections. This file serves the 
important function of furnishing information regarding 
maturities in case makers or acceptors make inquiry regarding 
their obligations held by the bank. After collection has been 
effected the corresponding tickets remain in its files for a 
considerable period of time. 

Ticklers 

After the proper tickets have been drawn the notes and 
acceptances are entered in the tickler. It is the function of 
the tickler to indicate the instruments which must have atten- 
tion each day. This book is therefore divided into sections, 
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one for each business day, in each of which are entered all items 
falling due on that day. From these entries the department 
thus has a list of the notes and acceptances which it must 
collect as each business day arrives. 

Note Boxes 

The final step in the process of preparing instruments 
for collection consists in filing them in note boxes. The 
purpose of the note boxes is to make the material of given 
maturity date readily available for attention. The note boxes 
are divided into two sections: one for filing items payable 
in the city, and the other for those payable out of town. Each 
section is divided into compartments each of which contains 
the notes of a given maturity date. The notes and accept- 
ances recorded on each page of the tickler are thus 
contained in separate compartments, the country items in one 
section and the city items in another. 

After the notes and acceptances have been entered in the 
tickler and filed in the note boxes the transaction lies dormant 
until the proper time for collection arrives unless, of course, 
the owner desires to withdraw his item or to make some 
other change in his instructions. The second and last phase 
of the collection process consists in effecting collection and 
accounting for the proceeds of items as the proper dates for 
presentment arrive. 

Country Notes and Acceptances 

Notes and acceptances which are payable outside the city 
are collected by the country collection department. When 
such items are received they are prepared for collection in 
the same way as are city items. By means of the tickler 
the due dates of the country items held are ascertained. These 
items are sent to the country collection department about 
ten days before they mature, in order that this department may 
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have opportunity to put them for collection in the hands of 
an out-of-town correspondent by the time the due date arrives. 
The country collection department attends to the further 
details of effecting collection and making settlement with the 
owners. 

City Notes and Acceptances 

In connection with notes and acceptances payable in the 
city territory the note teller's department follows the collec- 
tion process through to completion. On the day before 
maturity everything is put in readiness to present items for 
payment. By means of the tickler and note files the notes 
and acceptances are readily brought to attention. The advices 
and credit tickets are separated from the instruments and they 
are proved against each other to make sure that the tickets 
have been made out correctly. The collections are entered 
in a route book according to the messengers' routes. Then 
to make sure that attention has been given to all details the 
credit tickets are checked against the route book and these 
two in turn against the tickler. 

On the following day the majority of the notes and 
acceptances are sent out for collection by messenger. The 
messengers make presentment and demand for payment on 
the maker or acceptor and turn over the funds obtained or 
the dishonored items to the note teller's department 

CoUections Payable at Bank 

An item made payable at the bank is not collected by 
messenger. It is customary to regard such items as payable 
by the bank on the date of maturity, just as a check drawn 
against the depositor's account. Accordingly, unless the maker 
or acceptor has instructed the bank not to do so, the note 
teller's department has the bookkeeper withhold from the ac- 
count an amoimt sufficient to meet the amount of the collection. 



Digitized by 



Google 



l62 PRACTICAL BANK OPERATION 

The item itself is sent to the bookkeeper to be charged to 
the account along with the checks. Such a collection there- 
fore involves merely a book entiy if the balance of the maker 
or acceptor of the item is large enough to support the neces- 
sary charge. If the customer has not sufficient funds on 
deposit to meet his maturing obligation, the bank presents the 
item for payment to him by messenger or communicates with 
him in order that he may have opportunity to arrange to make 
payment. 

Collections Payable at Clearing House 

Notes and acceptances, made or accepted, payable at clear- 
ing house banks are collected by presenting them through the 
clearing house to these banks. Should such items be presented 
in the usual way on the due date and be dishonored by the 
banks at which they are made payable, they would not be 
returned to the collecting banks until three o'clock in the after- 
noon. As a result it would be practically impossible to make 
demand on the maker or acceptor for payment on that day. 
To avoid this difficulty the bank on the morning of the due 
date presents items of this sort by messenger to the banks at 
which they are made payable. If the banks desire to pay 
the items they certify them and the collecting bank passes 
them through the morning clearings on the following day. 
If, however, the items are refused by the banks at which they 
are made payable, there yet remains time in most cases for 
the bank to make presentment for payment direct. 

Settlement for Collection 

After collection has been effected the note teller's depart- 
ment makes settlement with the owner by crediting his account 
or by sending him a cashier's check, according to instructions. 
If instructions are to credit the owner's account for the 
proceeds of the collection, the ticket which was prepared when 
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the item was entered for collection becomes a credit ticket 
to the customer's account and it is sent to the bookkeepers 
for posting. If on the other hand the owner desires a cashier's 
check, the ticket is used as a requisition for the cashier's check 
and a credit ticket to Check account. The advice of payment 
which was prepared concurrently with the above-mentioned 
ticket is then mailed to the owner. The note teller handles 
unpaid collection items in the same way as does the city 
collection department, returning them to the owners together 
with a bill for protest fees, if any. 

Miscellaneous Functions 

Aside from collecting notes and acceptances the note 
teller's department does the odds and ends of the teller work of 
the bank. According to the expression current among the 
clerks of the bank this department does everything which 
the other tellers and departments do not do. These functions 
are so heterogeneous in nature that no attempt will be made 
to classify them in more than an elementary way. Each one 
must be treated separately. 

Deliveries Against Payment 

Occasionally customers send valuable papers, such as stock 
certificates, bonds, deeds, mortgages, notes, etc., which they 
instruct the bank to deliver to certain parties when these 
parties have made a payment to the bank for the account 
of the sender, or have performed some other specific act. 
Sometimes customers desire the bank merely to deliver docu- 
ments of this sort, obtaining receipt from those to whom 
delivery is made. At other times the transaction may take 
the form of complying with a customer's request to sell rare 
coins or similar valuables which he has sent to the bank. 
The note teller's department executes all commitments of this 
sort 
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Collection of Exchange Charges 

The note teller's department also attends to the collection 
of exchange charges from those customers who desire to pay 
them in cash rather than have the bank charge their accounts 
for the amount. As has been indicated already, the transit 
department prepares bills for exchange and sends them to 
the customers. At the same time this department makes 
entry in the accounts receivable exchange book of the amount 
due from those customers who have indicated their desire to 
pay exchange over the window. This book is kept in the 
note teller's department. Customers then make payments of 
these bills to the note teller's department. The Exchange 
account of the bank is credited for the amount of the receipts 
from this source and the charges made against the customers 
are stamped out of the exchange book which is delivered to 
the note teller's department by the transit department. 

Receiving Operations 

The department also acts as a receiving teller for certain 
special classes of deposits. The purpose of allocating this 
work to the note teller's department is to relieve the receiving 
teller of the special work which is required. Mention has 
already been made of the fact that the note teller's department 
receives items which are to be entered upon a collection, rather 
than upon a cash basis. Other transactions handled by the 
department for similar reasons consist of crediting accounts 
for incoming currency shipments and receiving country checks 
deposited by city correspondents, deposits requiring special 
advice and time deposits. 

Special Deposits 

When a customer of the bank, an out-of-town cor- 
respondent, for example, sends currency by mail or by express 
for credit to his account, the shipment comes directly to the 
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paying teller. On his daily proof the paying teller gives the 
note teller's department credit for the amount and sends the 
latter department a memorandum covering the details of the 
shipment. The account is there credited according to the 
instructions of the sender. Country checks from those city 
correspondents which use the transit department of the bank 
for collecting their out-of-town cash items are also received 
by the note teller's department. This transaction arises from 
the reciprocal arrangement which the bank has with certain 
up-town correspondents. These correspondents use the facili- 
ties of the bank to effect collection of their transit items and 
in return they collect items payable in their immediate vicinity 
for the bank. 

A more important class of deposits received by the note 
teller's department comprises those which require a special 
advice to be sent to some party other than the depositor. Most 
numerous in this class are the deposits of branch offices of 
various concerns located in and about New York, particularly 
railroad companies. Head offices of these concerns desire 
an independent check upon the cash of their branches. They 
therefore have the bank send them, upon their special form 
letter, a daily report of the deposits which these branches have 
made during the day. Besides these deposits which regularly 
require advices the note teller's department receives any other 
domestic deposit concemmg which the bank is to send a special 
advice of credit. 

Certificates of Deposit 

Among the receiving operations of the department are 
those of receiving funds in exchange for which certificates of 
deposit, or deposit receipts, as they are commonly called 
abroad, are issued. A certificate of deposit may be defined 
as an instrument evidencing a special deposit in a bank. These 
deposits are special for several reasons. They are not subject 
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to check and may be withdrawn only as a whole, not in 
part. Transfer of ownership of a deposit represented by a 
certificate may usually be made only on the books of the bank. 
The depositor may withdraw the amount deposited only after 
certain prescribed requirements have been met, such as after 
the expiration of a period of time, after a certain number of 
days' notice has been given, and the like. 

Classes of Certificates of Deposit 

There are three kinds of certificates of deposit ; the demand 
certificate, the definite time certificate, and the indefinite time 
certificate. 

The demand certificate of deposit (Form 29) is a nego- 
tiable instrument made payable at the option of the beneficiary 
upon return of the certificate. It does not bear interest. The 
most common use of the instrument is that of transferring 
funds and for this purpose it has much the same advantage 
as the bank draft. 

Time certificates of deposit are largely used for investment 
of idle funds. They bear interest at a rate agreed upon 
between banker and depositor. These instruments are non- 
negotiable, being assignable only on the books of the bank. 
Definite time certificates are drawn payable upon return of 
the certificate properly indorsed but after the expiration of 
a certain period of time, always 31 days or more. This 
stipulation is made for the reason that the Federal Reserve 
Act classifies deposits which are subject to withdrawal 
after 31 days as time deposits, and requires the debtor bank 
to maintain a lawful reserve of only 3 per cent against them 
as compared to one of 13 per cent against those payable upon 
shorter notice. 

Indefinite time certificates (Form 30) are drawn payable 
upon a certain number of days' notice by the payee, but only 
after a certain minimum period of time has elapsed. While 



Digitized by 



Google 



COLLECTING NOTES, COUPONS, COUNTRY ITEMS 167 




Digitized by 



Google 



l68 PRACTICAL BANE OPERATION 

such certificates are payable at the option of the holder after 
the minimum date for payment has arrived, the bank virtually 
fixes a maximum time during which the item is to remain 
outstanding by inserting a provision that interest upon the 
amount of the certificate shall cease after a certain date. 

Certificates of deposit are issued upon the application of 
the customer and with the approval of the officer of the bank. 
For each certificate the issuing clerk prepares two stubs, one 
of which is retained by the official signing the certificate and 
by him turned over to the auditors, while the other remains 
in the certificate book as a record of the transaction. The 
bookkeeping entry covering the issuance of a certificate of 
deposit consists of a debit either to cash or to the applicant's 
account, and a credit to Certificates of Deposit account. 

Telegraphic Transfers 

The nature of telegraphic transfers may be illustrated by 
a typical transaction, although in actual practice there are 
almost endless variations from the types here shown. Suppose 
that A, a customer of the National City Bank of New York, 
desires to send $10,000 quickly to his agent B in San Fran- 
cisco. A would apply at the window of his bank for a 
telegraphic transfer tendering his check for $10,000 in pay- 
ment. His bank would then telegraph its correspondent in 
San Francisco to pay B $10,000 and charge the amount to 
its accoimt. The San Francisco bank would notify B upon 
receipt of the telegram and upon proper identification it would 
pay him the funds. The New York bank would credit the 
account of the San Francisco Bank for $10,000 and the 
San Francisco bank would debit its account with the New 
York bank for a like amount. The transfer would thus be 
complete within a very few hours at the most and without 
the expense or delay of actual shipment of either cash or 
credit instruments. 
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In practice this typical transaction appears in a variety of 
forms. Instead of applying for the transfer in person at 
the window of the bank, the customer may write or telegraph, 
and instead of paying cash he may request the bank to charge 
the amoimt involved to his account. At the paying end of 
the transaction, likewise, some variations are to be noted. 
Instead of making actual payment to the transferee, the paying 
bank may credit his account as an ordinary deposit, or it 
may be called upon to send him a written or telegraphic letter 
of advice to the effect that the funds are being held subject 
to his orders. Quite frequently the paying bank is requested 
by its own customers to make deposit of funds with neighbor- 
ing banks for use of the customers of these latter institutions. 

Outgoing Transfers 

The transaction of handling telegraphic transfers may be 
described best by considering the transaction first from the 
standpoint of making the transfer, and second from that of 
making payments in accordance with the orders of out-of-town 
correspondents. An applicant for a telegraphic transfer is 
required to sign a regular application form at the window 
of the bank, or he sends a .letter or telegram request- 
ing that the transfer be made. The application contains the 
name of the applicant, the date, the place to which funds are 
to be sent, the name of the one who is to receive them, and 
special instructions as to advising the transferee, etc. 

Upon receiving such an application the time of receipt 
is stamped upon it and the necessary charge and credit tickets, 
letters of advice, and telegrams are prepared. The bank mails 
an advice of the transaction to the sender and in case his 
account is to be charged this advice is prepared in duplicate, 
one copy of which is sent to the customer and the other to 
the bookkeepers of the bank to serve the purpose of a debit 
ticket carrying authority for charging the customer's account. 
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The bank also sends an advice to the one to whom funds 
are transferred. This latter advice, which is sent by mail, 
serves the purpose merely of confirming the transaction. An 
office copy of the telegram and a ticket crediting the account 
of the bank which is to make the pa)mient are also prepared. 
AH of the above tickets are made out with one operation 
as a device for saving time and effort. 

Immediately after the receipt of the application for a 
telegraphic transfer the telegram embodying the details of 
the transaction is prepared in triplicate, is signed by an officer 
of the bank, and sent to the test word department for the 
test word, which serves the purpose of a signature on a 
telegram. The copies are then sent to the telegraph and cable 
department for transmission. This department despatches the 
telegram in code, stamps a copy of it with a time stamp, and 
returns it to the note teller's department. This copy is filed 
with the application of the customer as evidence that the 
transaction has been completed. The time stamps — one on the 
application, showing the time of receipt, and the other on the 
duplicate message, showing the time of transmission — serve 
the purpose of indicating the degree of expedition with which 
the work was handled. 

The application of the customer frequently consists of a 
telegram instead of a letter. These telegrams come into the 
bank through the telegraph and cable department; they are 
passed to the test word department for verification and then 
to the note teller's department which has a "hold" placed by 
the bookkeepers of the bank against the account of the appli- 
cant and then completes the transfer in the regular way. 

Pasnnents under Telegraphic Transfers 

When the bank acts as paying agent under a telegraphic 
transfer the note teller's department receives the telegram 
from the correspondent through the channel indicated in the 
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preceding paragraph and makes payment to the beneficiary 
according to the tenor of the message. In general there are 
two methods of making such payments ; in cash, and by credit- 
ing an account 

In the first place the bank may be asked to make payment 
over the window or by messenger to some individual or bank, 
including the federal reserve bank. The bank makes payment 
to the federal reserve bank by sending it a check drawn 
against its account with that institution, while it pays an 
individual or another bank within the city by sending a cashier's 
check, or by having the payee call at the bank and upon 
proper identification receive the fimds. In recording payment 
made in funds, the Cashier's Check account, the Lawful 
Reserve with the Federal Reserve Bank of New York account 
or cash is credited, according to the method of payment 
employed. When cashier's checks are issued in pa)mient of 
transfers, duplicate receipts are obtained from the recipient 
of the check; one copy is kept as a record, the other is sent 
to the customer who ordered the payment to be made. This 
copy serves as an advice to the customer showing that pay- 
ment has been effected. 

The second way by which the bank makes payment under 
a transfer is by means of a credit to the deposit account of 
the beneficiary. In recording a payment made in this way 
the note teller's department prepares a ticket crediting the 
customer's account. The beneficiary is sent an advice of the 
credit either by mail or by telegraph, according to the instruc- 
tions of the incoming telegram. Office copies of all advices 
sent out are retained in the department for the use of the 
auditors in checking the telegraphic transfer operations. 

Issuance of Cashier's Checks 

One of the miscellaneous activities of the note teller's 
department consists of the issuance of cashier's checks. A 
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cashier's check is a check drawn by the bank upon itself. 
These checks are very extensively used by the bank in making 
direct payments to those to whom it becomes indebted. They 
are also used to a limited extent in place of certified checks 
and bank drafts in making transfers of funds from place 
to place. 

In addition to issuing cashier's checks to customers who 
wish to use them to transfer funds, the note teller's depart- 
ment issues those which are required for making payments 
to beneficiaries imder telegraphic transfers, to sellers of com- 
mercial paper, etc. Checks are also issued by this department 
for certain other departments in the domestic division of the 
bank. In a large bank it is impossible to centralize the issu- 
ance of cashier's checks in one department without impeding 
the progress of the work in the others. Hence such depart- 
ments as the foreign teller's, the commercial credit, and the 
loan, which have many transactions each day calling for 
cashier's checks, issue their own checks. On the other hand 
there are departments, such as the bond, city collection, etc., 
which have only relatively infrequent need for cashier's checks. 
In the domestic division of the bank the note teller's depart- 
ment has the function of supplying such departments as these 
with their requirements. 

Blank cashier's checks are numbered serially, the numbers 
being preceded by a key letter which indicates the department 
issuing them. A rigid control system is placed about the 
issuance of these checks. The clerk who prepares them is 
required to account for all numbers delivered to him. They 
are issued only on the authority of an officer of the bank 
who retains the stubs of the checks which he signs. These 
are sent finally to the auditors who use them to check the 
authority for issuance. 

The accounting procedure for cashier's checks is as fol- 
lows. At the time of preparing the checks duplicates of both 
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the check and its stub are prepared. The duplicates which 
accumulate in this way are sent to the general bookkeepers 
where they are filed by number. A credit ticket carrying a 
credit to the Cashier's Check account is also sent. As the 
cashier's checks come in for payment, the Cashier's Check 
accoimt is debited and for verification the originals are com- 
pared with the duplicates on file, marked "Paid," and filed in 
a paid file for auditing. 

Issuance of Bank Drafts 

A large New York bank has only occasional calls for 
bank drafts. The funds of this city, i.e., checks drawn upon 
New York, are desired by banks throughout the country 
who use them to build up balances in this city. Under such 
circumstances the personal checks of the customers of New 
York banks tend to be used to the exclusion of the bank 
drafts in making transfers of funds to points outside the city. 
Occasionally customers of the bank have need for bank drafts, 
however, and whenever they are to be issued the note teller's 
department attends to the work. Such a draft is illustrated 
in Form 31. 

The bank draws either upon a correspondent or upon 
one of the federal reserve banks. Drafts of a face value 
of $5,000 or less are drawn upon out-of-town correspondent 
banks unless federal reserve checks are specified in the cus- 
tomer's order, while those of more than $5,000 are drawn, 
if possible, upon one of the federal reserve banks or branches. 
In drawing a bank draft upon a correspondent bank the drawer 
bank credits the account of the drawee bank and sends a 
letter of advice requesting that the draft be honored (Form 
32). In drawing a draft upon an out-of-town federal reserve 
bank, the drawer bank advises both the drawee and the local 
federal reserve bank of its action. The former federal reserve 
bank is requested to charge the account of the latter instead 
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of settling with the drawer bank direct since the New York 
bank maintains a reserve account only with the New York 
Federal Reserve Bank. The out-of-town federal reserve bank 
is also requested to advise the New York bank of its action. 
The drawer bank credits it Lawful Reserve with the 
Federal Reserve Bank accoimt. The local federal reserve 
bank charges the drawer's account and credits the paying bank, 
confirming the transaction by means of a notice to the drawer. 
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$10,000.00 



have credited your eooounc 



k1 charge to our aooount, returning the canceUad item id ua. We 



Ponn 32. Advice Requesting that Draft be Honored. (Size SJ4 x $14.) 

The two federal reserve banks settle through the Gold Settle- 
ment Fund at Washington. By means of the workings of 
the Gold Settlement Fund, therefore, each member bank of 
the federal reserve system has facilities for drawing drafts 
not only upon the local federal reserve bank with which its 
lawful reserve is deposited, but also upon all other of the 
federal reserve banks and branches. 

Commercial Paper Purchases 

Many out-of-town correspondents of the bank invest their 
surplus funds in commercial paper. The chief market for 
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this commodity is the open market of New York City. As 
a service for these correspondents, the New York bank attends 
to purchasing paper for them. Upon receipt of an order 
to purchase commercial paper the officers who purchase notes 
for the banlc's own investments make the selection and agree 
upon terms with the broker. After having made the purchase, 
the officers send to the note teller's department a copy of 
the correspondent's instructions and a slip showing the terms. 
The broker from whom the purchase is made delivers the 
paper in accordance with the terms and receives in payment 
a cashier's check. The account of the correspondent is charged 
for the amount involved and the paper is either held for 
collection at maturity as a regular collection transaction or 
sent to the correspondent, according to his wishes. 

Remittances Received Without Instructions 

It occasionally happens that a bank receives remittances 
which are not accompanied by instructions sufficiently clear 
to enable it to dispose of the funds. Remittances of this 
sort are sent by the various receiving departments to the note 
teller's department for adjustment. Pending adjustment such 
funds are credited to the Cashier's accoimt of the bank, which 
account serves the function of holding funds which cannot 
be credited elsewhere. The note teller's department com- 
municates with the remitter and follows his instructions in 
disposing of the remittance. 

Returned Vouchers 

Occasionally an irregular check is passed by the check 
desk of the bank. Other clearing house banks also fail at 
times to detect irregular checks presented by the bank through 
the exchanges. Checks of this sort eventually find their way 
to those who drew them and the drawers upon detecting the 
irregularities return such items to their banks. Since the 
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New York bank is either the drawee or an indorser these items 
come to it for adjustment. The note teller's department 
receives items of this sort and issues receipts in exchange 
for them. The irregularities are then corrected and the cor- 
rected items delivered to those who hold the receipts. 

Pa3anent of Notes and Acceptances 

Sometimes the bank makes payment of notes and accept- 
ances for those who do not have an account with it. Then, 
too, customers often desire to pay their notes which have 
been made payable at the bank in cash rather than have the 
bank charge them to their deposit accounts. Such clients send 
remittances for these purposes to the note teller's department. 
The Cashier's account is credited for the funds, and payment 
made upon the proper date and charged back to this accoimt. 

Disposition of Receipts 

The various cash items which the note teller's department 
receives during the day are of the same nature as those of 
the receiving teller's department. In addition to those received 
from its own operations this department acts as a sorting 
agent for other departments which do not receive a volume 
of work sufficient to make it economical for them to operate 
separate sorting forces. Such departments as the coupon collec- 
tion, the loan, and the bond, charge their day's receipts to the 
note teller's department in bulk where the sorting force classifies 
them and charges them to the proper departments along with 
the items from the department's own work. These items 
consist of currency, sights, trusts, country items, and checks 
drawn upon the bank itself. They are charged and routed 
to the cash departments of the bank in the regular way. To 
care for the credits which arise in this department a credit 
journal is operated which is the same in principal and opera- 
tion as that operated in the city collection department 
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Departmental Daily^ Proof 

The daily proof of the note teller's department (Form 
33) does not differ essentially from that of other departments 
of the bank. It consists of a record of cash items coming 
into the department on the one side and the disposition of 
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Form 33. Note TeUer's Dafly Proof. (Size 7Ji x SJiO 

those items to the various tellers and departments of the 
bank on the other. 

Collection of Coupons 

In New York City the work of collecting coupons and 
bonds which have fallen due or have been called for payment 
is particularly heavy. Most of the large borrowing corpora- 
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tions and municipalities have their financial offices in New 
York or they maintain paying agencies in this center for 
paying their obligations. Out-of-town banks and other cus- 
tomers send coupons from their holdings and from those 
of their customers to their New York City correspondent 
for collection and credit. Local customers add to the volume 
of the work by sending their maturing bonds and coupons 
to the bank for the same purpose. Matured bonds and those 
which have been called for payment by the debtor concerns 
are forwarded along with the coupons. The New York bank 
therefore becomes a collection agency for items of this sort 
from every part of the country. In addition to those collec- 
tions which are sent into the bank by mail and over the note 
teller's window upon a collection basis, the work of collecting 
coupons is augmented by material from other sources. In 
the first place the bank maintains a regular service which 
consists of holding bonds in safe-keeping for its customers 
and attending to collecting the income and the principal of 
these bonds as they mature. In the second place bonds are 
very often held by the loan department of the bank as col- 
lateral against loans which have been granted to customers. 
If the customer desires the bank to do so the income from 
such securities is collected for him. In the third place coupon 
collections arise from the bonds which are held by the bank 
itself as investments, and from those held in connection with 
trusts of the trust department. Because of the extreme heavi- 
ness of this work of collecting coupons and of the specialized 
service which must be performed in connection therewith, a 
department known as the coupon collection department special- 
izes upon collections of this sort 

The work of the coupon collection department is quite 
similar to that of the city collection department. The items 
are entered in a similar collection register which, howevei, 
is kept in the registered mail department of the bank in 
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order to provide a control over the items flowing into the 
coupon collection department from all sources. The coupon 
collection department covers the same territory as the city 
collection department; it likewise collects by messenger; it 
receives the same class of funds; and it makes payments to 
customers in the same way as does the city collection depart- 
ment. Owing to the above-mentioned similarities only the 
distinctive features in collecting coupons need be mentioned. 

Ownership Certificates 

All coupons other than those detached from obligations 
of the United States or any of its political subdivisions must 
be accompanied by a certificate of ownership made out on 
one of the forms prescribed by the Treasury Department. The 
purpose of these ownership certificates is to guide the paying 
agent in accounting for the income tax which is to be paid 
at the source and to enable the Collector of Internal Revenue 
at Washington to check income tax returns filed by taxpayers. 
These certificates are of three classes: one class for owners 
of certificates who claim exemption from the tax, one class 
for those who do not claim exemption, and one class for those 
who are collecting the income from foreign securities. 

Unmatured Coupons 

Often coupons which have not yet matured are received. 
In cases of this sort the customer is communicated with to 
ascertain whether he has sent unmatured coupons in error, 
and after it has been definitely established that the customer 
desires such action, these items are held for collection at 
maturity much as unmatured notes and acceptances. 

Coupon Envelopes 

Incoming coupons are received in envelopes which take 
more or less of a standard form, as shown in Form 34. 
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The envelope contains on its face some such information 
as the name of the sender, amount of coupons, issue con- 
cerned, and the maturity date. As these envelopes pass from 
bank to bank and from agent to agent they are indorsed on 
the back with the regular bank indorsement stamp in the 
same way as are checks, drafts, and other negotiable instru- 
ments. When one of these envelopes is received a serial 
identification or collection number is stamped on the envelope 
and each item of the contents, both coupons and ownership 
certificates. The contents of the envelope are then carefully 
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Form 34. Coupon Envelope. (Size 5}^ x 3.) 

counted and verified and on the outside of the envelope is 
indicated the name of the local paying agent to whom present- 
ment is to be made. Coupons which are payable out of town 
are sent to the country collection department if they are 
domestic coupons or to the foreign collection export depart- 
ment if they are foreign coupons and these departments effect 
collection. They pay the proceeds to the coupon collection 
department and it settles with the customers in the usual 
way. 
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Payment of Coupons 

The majority of the pa3dng agents require that coupons 
which are being presented to them for collection be enclosed 
in envelopes of their own special design. Such an envelope 
is shown in Form 35. The coupons are assembled according 
to issue and are enclosed in the required envelopes, and those 
envelopes which are to be presented to each paying agent or 
at each messenger's "stop," as the places where presentations 
are to be made are termed, are enclosed in a larger envelope. 
This envelope gives on the outside a list of its contents and 
the totals on these envelopes prove with a route sheet which 
has been prepared for the messengers. As the messengers 
return the coupon checks received in payment of their collec- 
tions together with the impaid items they are checked against 
the route sheets. The department forwards the cash items 
it has received to the note teller to be handled in his cash 
rack. In the meantime credit tickets and letters of advice 
have been prepared and these are passed through the credit 
journal of the department. The credit tickets are then sent 
to the bookkeepers and letters of advice of collection to the 
owners of the item. 

Unpaid Coupons 

Coupons are quite commonly returned unpaid because the 
paying agent has not received fimds from which to make 
the payment, because stop-payment orders are in effect against 
them, because they are not due, have been sent to the wrong 
paying agent, or because the ownership certificate is not 
properly executed. Unpaid coupons are handled in the same 
way as the unpaid items of the city collection department 
except that they are not protested. Most generally the 
irregularity which prevents immediate payment from being 
made is corrected in the course of time and the collection is 
completed without returning the coupon to the owner. 
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Coupon Collection Department Proof 

The proof of the day's work in the coupon collection 
department is prepared on the form shown in Form 36. 

Collection of Country Items 

For the collection of non-cash items payable out of town, 
a country collection department is in operation. This depart- 
ment has the same relation to the collection work of the 
bank as the transit department has to the cash work. Thus 
the country collection work includes items of the same class 
as appear in the collection work of the city collection, note 
teller's, and coupon collection departments, but payable out- 
side the city. In addition the maturing discounts payable 
out of town are collected through this department. 

The method used by the bank to collect its country collec- 
tion items is practically the same as that which it uses to 
collect the transit items. Arrangements are in effect to collect 
each class of items either through a correspondent bank or 
one of the federal reserve banks. Comparatively few are 
collected through the federal reserve banks, the most frequent 
class being bankers' acceptances. When items are to be col- 
lected through the federal reserve banks direct sendings to 
out-of-town federal reserve banks and branches are not made. 
Collection items can usually be despatched long enough before 
they are due to reach the drawees or makers on the date of 
maturity, and they are therefore sent through the Federal 
Reserve Bank of New York. 

In the country collection work, whether effected through 
the federal reserve banks or through correspondents, there is 
this one important difference between the work of handling 
collection items and that of handling cash items. Cash items 
are generally charged to the account of the collecting agent 
to which they are sent without specific acknowledgment from 
that agent that collection has been effected. Collection items 
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on the other hand are sent to collecting agents with the under- 
standing that they are to make settlement only after actual 
collection has been effected. Giarge is therefore made in 
most cases only after advice of payment has actually been 
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F6rm 36. (b) Coupon Collection Department's Daily Proof (reverse) 

received. In other words, in collecting cash items the bank 
assumes that collection has been successfully made unless it 
has specific information to the contrary, while in handling 
collection items it makes settlement with the client only on 
the authority of definite knowledge that collection has been 
effected by the correspondent. 
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Collection Number and Stamp for Country Items 

To each incoming item, excepting foreign ones, is assigned 
a serial collection number. This number is placed upon the 
face of the item by means of a stamp of distinctive shape 
and the item is described and referred to by this number 
as it progresses through the collection work. In case it becomes 
necessary for the out-of-town collecting agents to return coun- 
try collections unpaid, this stamp enables the clerks of the 
mail teller's department to recognize the incoming items as 
collection returns and to forward them promptly to the country 
collection department. 

Record Files 

With each country collection item comes the customer's 
letter of instructions. These letters are used in preparing 
quintuplicate record and bookkeeping tickets after which they 
are returned to the mail teller for acknowledgment. On the 
tickets prepared by the country collection department is 
recorded such information as the date, the owner's name and 
address, maker's name, drawee's name and address, where 
payable, date sent, due date, date of owner's letter, owner's 
number, the bank's collection number, amount, and instruc- 
tions as to protest, wire fate, etc. 

One copy of the ticket serves as a letter of transmittal 
(Form 37) which is sent to the out-of-town correspondent 
along with the item to be collected. In case items to be col- 
lected consist of those payable to bearer, such as coupons, 
the remittance is enclosed in a special envelope which is pre- 
pared concurrently with the tickets and the letter is sent by 
insured registered mail. With each letter is enclosed a postal 
card which is to be returned by the correspondent immediately 
after receipt of the letter as an acknowledgment of safe arrival. 

A second copy of the ticket is retained as a record of 
the transaction. Tickets representing outstanding collections 



Digitized by 



Google 



i88 



PRACTICAL BANK OPERATION 



for which advices of fate have not been received are filed 
separately from those for which such advice has been received. 
By means of this method of filing, the outstanding collections 
may be quickly examined and those which have been out- 
standing for an unreasonable period of time are brought to 
attention and followed up. 
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Form 37. Remittance Letter for Collection Items. (Size 8 x 7.) 

A third copy of the ticket serves as an advice of payment 
to the owner. These are filed in the department and when 
an item has been collected the corresponding ticket is sent to 
the owner as advice of payment. 

Settlement for Items Collected 

As has already been stated, the bank makes settlement 
only after advice of the completed transaction has been re- 
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ceived from the out-of-town collecting bank. Two settlements 
are to be effected: One consists of recovering from the col- 
lecting bank, and the other of paying the owner. Entries to 
record these settlements are made by "putting through" copies 
of the tickets which were prepared and filed when the collec- 
tions were entered. One copy, of each ticket serves as a debit 
ticket covering settlement with the correspondent which made 
the collection, and another serves as a credit ticket covering 
settlement with the owner. 

In case the federal reserve bank has made a collection 
it sends an advice stating that collection has been effected 
and that the account of the New York bank has been credited 
for the proceeds. Settlement with the federal reserve bank 
is made therefore by passing the debit ticket covering the 
amount involved to the account Lawful Reserve with the 
Federal Reserve Bank of New York. 

In the case of items which the bank has sent to correspond- 
ents other than the federal reserve bank, these banks send 
advices that collections have been made and they settle with 
the New York bank by requesting that their accounts be 
charged or by enclosing a remittance. If the first method of 
settlement is to be used the debit ticket is sent to the book- 
keepers for posting to the debit of the correspondent's account. 
If, on the other hand, the correspondent is to send a remit- 
tance, the debit ticket is passed to the collection ledgers to 
be debited to the correspondent's special account contained 
in these books. The mail teller sends the remittance letter 
which he receives from the correspondent to the collection 
ledgers for credit, and thus the country collection department's 
charge is offset by the credit arising from the remittance. 

The bank settles with the customer according to his instruc- 
tions. In case he has requested the proceeds to be placed 
to his credit, tickets crediting his account are sent to the book- 
keepers and an advice of credit is mailed to him. In case 
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the customer desires a remittance, however, the Cashier's 
Check account is credited and the cashier's check is sent to him 
in the usual way. As in the case in all collection transactions 
made by the domestic departments for the foreign collection 
import department, completed transactions of this sort are 
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Form 38. Advice to Owner of Non-Payment of a Collection Item. (Size 

reported to that department upon the regular duplicate ticket 
and that department makes settlement with the owner. 

Collection of Discounts and Bankers* Acceptances 

Exceptions to the method of settling with correspondents 
by charging their accounts are made in the cases of items 
from the discounts of the bank and of bankers' acceptances. 
These are made payable either by or at a bank and they are 
charged to the accounts of collecting agents upon maturity 
dates without waiting for letters of advice of payment from 
such agents. 
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Collection Charges 

Exchange charges are collected upon the majority of the 
jountry items collected. This difference from the practice 
in collecting city items arises from the fact that by the rules 
of the New York Clearing House Association items drawn 
payable in the city of New York are classed as "discretionary" 
with member banks in assessing exchange charges, while 
country items are not usually so designated. 

Pursuing the idea of service, the bank as a general rule 
charges its clients the minimum exchange rate of the clearing 
house provision rather than the larger one which it would 
be permitted to charge. The collection charge is credited to 
the Exchange account and deducted from the proceeds of the 
collection. 

Unpaid Country Collections 

Unpaid items come to the mail teller and they are returned 
to the country collection department after protest fees have 
been taken care of by the city collection department. The 
country collection department then returns each item to the last 
indorser, together with an advice (Form 38) giving the rea- 
son for non-payment 
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CHAPTER VIII 

FOREIGN COLLECTIONS 

Nature and Scope 

Before discussing the foreign collection activities of a bank 
it is advisable to consider briefly the various items which 
enter into or make up the material of this work, together with 
the various transactions which give rise to them. The term 
"foreign collections" as used in its banking sense includes 
two classes of items: (i) those payable abroad, and (2) those 
payable in this country which are received for the account 
of foreign customers of the bank. The former class may 
be termed "outgoing," or export, collections, while the latter 
may be termed "incoming," or import, collections. 

The terms "export" and "import" as they are used here 
must not be confused with exports and imports of merchandise. 
It is true that the large bulk of the export collections arise 
from exports of merchandise from the United States, and 
likewise the import collection items are in many cases closely 
related to importations of goods. The terms "export" and 
"import" collections, however, refer to the directions in which 
the items themselves are headed through the collection process 
rather than to their source. Export collections are outgoing 
to foreign coimtries, while import collections are incoming 
from abroad. 

Origin of Foreign Items 

The specific items which enter into foreign banking busi- 
ness consist almost exclusively of drafts or bills of exchange, 
but there are also such instruments as checks, money orders, 
coupons, called and due bonds, coupon checks, certificates of 

192 
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deposit, drafts upon savings banks accompanied by savings 
bank books, travelers' checks, etc. These items come from 
various sources. In general, however, they may be divided 
into five main groups: 

1. Foreign trade. 

2. Insurance, freight, etc 

3. Foreign investments (purchase and sale of securities 

and maturity of coupons and securities). 

4. Bankers' loans to each other. 

5. Remittances made by immigrants to persons in the 

home country, expenses of travelers, etc. 

Of these sources, the foreign trade contributes the great ma- 
jority of the collection items. 

Settlement of Foreign Debts 

One use of the draft in foreign business which gives rise 
to a large amount of foreign collection work for the bank 
is that of settling accounts and of transferring funds. The 
nearest resemblance to this type of foreign draft is to be f oimd 
in the domestic dunning draft It should be observed at this 
point that none of the odium is attach^ to a foreign draft 
when issued to effect the collection of an account that is 
attached to the domestic draft; in fact this method of collec- 
tion is quite the approved form in foreign business. If a 
creditor in the United States desires to collect a bill from 
a foreign debtor, for example, the most usual method of settle- 
ment is for the creditor to draw a draft upon his foreign 
debtor. Such a draft is then entered with the drawer's bank 
for collection, or for acceptance and collection, and it becomes 
a part of the material upon which the foreign collection depart- 
ment works. 

A similar use of the foreign draft occurs in cases where 
one concern wishes to remit money to another. Foreign con- 



Digitized by 



Google 



194 PRACTICAL BANK OPERATION 

cems, such as insurance companies desiring to remit to their 
branch offices or to others in the United States, quite com- 
monly have the local concern which is to receive funds draw 
a draft upon them for the amount in question. This draft is 
then entered with the American bank for collection. 

C. O. D. Transaction 

A second use of the foreign draft which brings the col- 
lecting activities of the bank into action is that of shipping 
goods to a foreign country on a coUect-on-delivery basis. This 
transaction is identical with the domestic transaction, which 
consists in shipping merchandise under an order bill of lading 
attached to a draft. One of the most common methods of 
financing foreign trade is by means of the draft with docu- 
ments attached. In a transaction of this sort the shipper of 
the merchandise loads his goods, prepares the proper dociunents 
representing title to them, attaches the documents to a draft 
drawn upon his foreign customer, and instructs his bank to 
effect collection, making delivery of the documents to the 
foreign customer upon payment or upon acceptance of the 
draft. By this means of financing, the seller retains a lien 
upon his shipment, assuring himself that he will receive pay- 
ment before the merchandise goes out of the possession of 
his agent, the bank. The purchaser of the goods, on the 
other hand, pays for them only as they come into his posses- 
sion. In addition to covering the sale of goods, drafts of 
this sort may be used in connection with stocks, bonds, and 
other valuable papers for delivery against payment in much 
the same way as domestic stock drafts. 

Duplicate Items 

The foreign draft boasts of a lineage dating oack to the 
Middle Ages. In an age when the uncertainties of transporta- 
tion were augmented by many risks which have long since been 
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overcome, the custom of drawing important documents in 
several copies was devised as the only practical means of insur- 
ing safe delivery. The Venetian merchant, it is said, drew 
his bill of exchange in several copies putting each in the hands 
of the master of a different ship for delivery. The first copy 
to arrive at its destination was honored. If perchance a second 
or a third copy arrived it was by common understanding void. 
This custom is still followed in foreign financing. Importers, 
exporters, banks, and other concerns transacting international 
business, draw their various documents at least in duplicate 
and forward each copy by a different mail steamer. The first 
copy arriving at destination becomes the valid copy, thereby 
voiding all others. In this age of safe transportation the 
chief function of the duplicate is, of course, that of eliminating 
delays, rather than insuring ultimate safe delivery. 

Tenor and Usance of Drafts 

As to tenor, there are two classes of drafts : ( i ) the sight, 
or demand, and (2) the time draft. These two terms have 
the same meaning in foreign banking as in domestic. The 
time draft is divided into two subclasses: viz., short bills and 
long bills. A short bill is one drawn for 30 days or less, 
while a long bill is drawn for more than 30 days, usually up 
to 120 days. As to usance, time drafts are of two classes: 
those which are drawn payable a certain number of days after 
date, and those which are drawn payable a certain number 
of days after sight or acceptance. 

Clean and Documentary Drafts 

Foreign drafts may be divided further into classes accord- 
ing as they are, or are not, accompanied by documents. A 
draft which is accompanied by documents is termed a "docu- 
mentary" draft, while one which is not so accompanied is 
termed a "clean" draft. The term "documents" may be used 
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to designate any valuable papers attached to drafts, such as 
shipping documents, securities, insurance policies, etc., but in 
practice the term generally refers to shipping documents. Even 
in this usual case, however, the term is rather variable in 
meaning, or rather the specific documents which are included 
may vary somewhat from transaction to transaction. A 
description of some of the principal instriunents included in 
the term "documents" follows. 

Ocean Bills of Lading 

The ocean bill of lading is the essential document in con- 
nection with a foreign shipment. This document, like the 
domestic bill of lading, is both a receipt for goods delivered 
to the transportation company by a shipper and a contract 
between the transportation company and the shipper covering 
the conditions under which the shipment of the goods is to be 
made. 

An ocean bill of lading is drawn up in several copies, 
depending upon the circumstances. Some of the copies are 
negotiable and others are not. The negotiable copies represent 
title to the goods and are issued for the purpose of transferring 
them from one party to another, while the non-negotiable 
copies are used for purposes of record according to the needs 
of the shipper, the steamship company, the customs authorities, 
and the foreign buyer. The collecting bank is, of course, con- 
cerned only with the negotiable copies. 

The full and complete number of negotiable bills of lading 
is termed a "set." There are generally three copies to a set. 
Possession of any one of these copies constitutes title to the 
goods ; hence the bank makes sure that the complete set comes 
into its possession. The number of copies constituting a set 
may always be determined by consulting any one copy of the 
bill of lading, as each copy states the number which have been 
issued. 
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Order Bills of Lading 

Ocean bills of lading are drawn either to order or directly 
to the consignee. The order bill of lading is drawn to the 
order of the shipper or in blank and it is indorsed by the 
shipper to his bank, by the bank to its foreign correspondent, 
and by the foreign correspondent to the consignee of the goods, 
with the intention of passing title to the shipment or of holding 
a lien against it as the transaction proceeds. 

Order bills of lading often have stamped on their margins 
what is termed the "notify" clause. This clause requests the 
transportation company to notify the designated consignee 
when the goods arrive at destination. The purpose of the 
notification clause is not to give the consignee any claim upon 
the goods, but to enable him to make financial and other 
arrangements for promptly taking possession of the shipment 
upon arrival. 

The laws of certain countries prohibit the use of order 
bills of lading, and those of others do not provide for absolute 
protection to the shipper. Except where the laws of the coun- 
try of destination forbid such bills to be drawn, shippers 
generally use order bills of lading in all cases where title 
to tfie goods must of necessity remain with the shipper or 
his collecting agent until collection has been effected. When- 
ever the laws of a foreign country do not place the same 
significance upon an order bill of lading as in the case of 
American law, those who are experienced in foreign trade 
consider that the order bill at least serves a valuable function 
as a moral weapon against the consignee's acquirement of 
goods before payment has been made. 

Marine Insurance Policy 

Next to the ocean bill of lading, the marine insurance 
policy is probably the most important and the most common 
item included in the term "documents." Insurance covering 
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the various risks to which a foreign shipment is subjected is 
well-nigh universal. In contrast with the domestic railroad 
company which is by law virtually the insurer of the goods 
it carries, the ocean carrier is legally liable for only a very 
few of the risks of transportation. To protect the owner 
of the goods from these risks, marine insurance is generally 
written to cover each shipment, and the policy, or ^'certificate 
of insurance," as it is often termed, becomes one of the docu- 
ments which strengthens the security of the instrument it 
accompanies. 

Miscellaneous Documents 

Other items which may be included in the term "documents" 
are invoices ; certificates of weight, analysis, inspection, origin, 
etc.; ccMisular invoices; non-dumping certificates; etc The 
term "invoice" is used in foreign trade in the same sense 
as in domestic. The foreign invoice includes an enumeration 
of the goods contained in the shipment together with the sell- 
ing price and also a statement of whatever charges, such as 
freight, insurance, exchange, etc., are included in the seller's 
total bill against the purchaser. Regarding such charges as 
insurance premium, ocean freight, etc., it should be remarked 
that they may be borne by the seller or by the buyer according 
to the terms of sale agreed upon. It is usual, however, for 
the purchaser to pay those expenses which occur in connection 
with the shipment after it has been put aboard ship by the 
exporter. Regardless of the tenor which the draft embodying 
the cost of the goods may take, such charges as these are 
often covered by a sight draft which accompanies the draft 
drawn against the goods themselves. 

Certificates of weight, analysis, inspection, etc., are required 
by the customs authorities or by specific contract between the 
seller and buyer in the case of certain commodities. A con- 
sular invoice is a document certified to by a consul of the 
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country of the destination of the shipment, giving a description 
of the goods and a declaration of their value for the assistance 
of the foreign customs authorities. Certificates of origin 
certify that the merchandise covered by a shipment is a product 
of the coimtry whence it is being exported. They are issued 
to obtain tariff preference in making shipments to countries 
with which "Most Favored Nation" treaty clauses are in 
effect. 

Non-dimiping certificates are for the purpose of show- 
ing that the exporter's price to the foreign buyer is not essen- 
tially lower than his price to buyers of a similar class in his 
own country. These certificates are required before goods 
can pass the customs authorities of certain countries, notably 
the British Colonies of Canada, Australia, New Zealand, and 
South Africa, which have laws against the dumping of goods 
in their markets by foreign sellers. The miscellaneous docu- 
ments, including certificates of weight, analysis, inspection, 
consular invoices, certificates of origin, non-dumping certifi- 
cates, and others, appear in a set of shipping documents accord- 
ing as the contract between buyer and seller, the nature of 
the commodity shipped, or the laws and customs regulations 
of the two countries demand. 

The connection which exists between drafts and the accom- 
panying documents varies with the agreement in effect between 
drawer and drawee. One of two conditions is generally 
prescribed by the drawer for the release of documents: They 
are to be released either upon acceptance or upon pay- 
ment. 

Bases of Handling Foreign Items 

The bank handles foreign items of the classes just 
enumerated on two different bases: Viz., the collection basis, 
and the discount basis. In foreign banking the operation of 
handling an item on a collection basis carries with it exactly 
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the same meaning as that of handling collection business in 
the domestic field. The bank acts as the agent of its customer 
in effecting collection, and after collection has actually been 
made it places the proceeds at his disposal. In handling items 
on a discount basis the bank virtually purchases the foreign 
item from its owner. The customer is given a part or the 
whole of the face amount of the item, less interest for the 
time which will be required by the bank in order to 
collect it. 

Economic Aspects of the Foreign Collection Service 

The foreign collection service brings one or more of three 
economic services of the bank into action. In the first place 
the bank bridges the distance between the foreign and the 
domestic business man by placing local funds at the disposal 
of the creditor in exchange for distant ones. In the second 
place it performs the function of converting foreign money 
into that of the United States, or vice versa. A large number 
of the items handled in the foreign collection service are 
drawn in the currency of the United States and the mere 
collection of such items does not involve the changing of 
monetary units. In all cases, however, before the transaction 
is completely closed as between all parties concerned, the act 
of making a foreign collection will have involved the changing 
of the monetary units of one country into those of another. 
In the third place the bank performs the economic function 
of facilitating exchanges by bringing expert knowledge to 
bear in making adjustments of differences in national laws and 
customs. 

Volume of Foreign Collection Business 

The foreign collection service is particularly large in 
volume and in importance in the case of a bank having numer- 
ous domestic and foreign correspondents. Interior banks, 
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even those of large size, do not generally find it profitable 
to maintain foreign correspondents. They accordingly 
accumulate the foreign business of their communities and pass 
it on to their New York correspondent. In addition certain 
large, non-banking concerns outside of New York City, mainly 
exporters and importers, find it worth their while to use the 
collection facilities of a New York bank in a direct way. 
There are also a large number of importers and exporters 
located in New York whose foreign banking business is trans- 
acted through their local bank. These various domestic con- 
cerns pour a great mass of collection business into the New 
York bank. 

Abroad, the source of collection items is in most respects 
the same as it is in this country. Many traders located abroad 
maintain accounts with the New York bank or one of its 
branches and they receive the use of the facilities of the bank 
for collecting items payable in the United States through its 
city collection department, its coupon collection department, 
its clearing house connections, its transit department, and its 
country collection department as a part of its service to them. 
In addition to these customers which are not banks, the foreign 
correspondents and branches of the bank send their accumula- 
tions of items payable in the United States to New York for 
collection. 

These two sources of collections give rise to the two classes 
of items mentioned at the beginning of the chapter : the export, 
or outgoing, class which consists of items to be collected in 
foreign countries, and the import, or incoming, class which 
consists of items coming from abroad for collection which 
are payable in the United States. To take care of these two 
classes of items, two departments are in operation in the 
bank: For the former there is the foreign collection export 
department; and for the latter, the foreign collection import 
department 
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Export Collections 

Items Payable Abroad 

The work of effecting export collections may be con- 
veniently divided into two parts: first, the receipt, entry, and 
forwarding of the item for collection ; and second, the payment 
or settlement with the customer for the proceeds after collec- 
tion has been made. Items are received both over the window 
and through the mail. They may originate in the United 
States or in a foreign country, since the essential characteristic 
of the foreign collection export item is merely that it shall be 
payable in some foreign country. 

Receipt and Examination of Items 

An item, consisting typically of a letter of instructions 
accompanied by a draft with documents attached, first comes 
to the attention of the receiving clerks who check the con- 
stitutent parts against the letter of instructions from the owner. 
Important instructions contained in the letter are imderlined 
in color to reduce the possibility of their being overlooked. 
Documents are carefully examined for indorsement, signature, 
and general form. After the items have all been examined 
a collection number is assigned to the transaction. Each item, 
including the letter, copies of the draft, documents, etc., is 
stamped with this collection number in order that any lost 
or misplaced items may be quickly identified if recovered. Dis- 
tinctive numbers are used for collections so that they may 
be readily distinguished from discounts of the foreign discount 
department when advices come from abroad. 

Items are often entered for collection on the day of de- 
parture of a vessel for the country of the drawee. The receiv- 
ing clerk of the department keeps a careful list furnished by 
the outgoing mail department showing the sailing dates of the 
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various steamers leaving the port of New York, and collections 
requiring such action are marked specially with the name of 
the ship and rushed through the work in order that they may 
be forwarded in the proper mail. 

Export Collections Register 

After letters of instruction have been noted and drafts 
and documents examined in a preliminary way, they are en- 
tered in a collection register which serves the function of 
recording the circumstances of the transaction for guidance 
in handling the item, in the same manner as the collection 
registers which are used in the domestic work of the bank. 
This register contains space for the following information: 
from whom received, for whose account, customer's collection 
number, date entered for collection, bank's collection number, 
drawee, to what foreign correspondent or branch sent for 
collection, amount, tenor, and disposition. Entry is made in 
the proper columns as the item progresses through the different 
stages of the collection process. 

Tickets 

After collections have been entered in the collection register 
quadruplicate tickets (Form 39) which are to serve as 
charge and credit tickets and letters of advice are prepared. 
These tickets contain the following information: collection 
number given to the item by the bank, from whom the item 
was received, by whom drawn, his address, where payable, 
the amount, tenor, whether or not the item is to be protested 
for non-payment or non-acceptance, and whether the docu- 
ments, if any, are to be delivered against payment or against 
acceptance. 

The first copy of this ticket serves as a charge ticket, the 
purpose of which is to debit the account of the foreign bank 
after it has advised that collection has been made and that 
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the proceeds are to be charged to its account. After it is 
determined to what foreign bank the item is to be sent for 
collection, the name of that bank together with a list of the 
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(reverse) 

documents making up the item is entered in ink on this copy 
of the ticket. If the collection item has been sent to the foreign 
bank on a remittance basis, this charge ticket charges the 
Collection rather than the Deposit account of the collecting 
bank. 
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The second copy of the ticket is for the purpose of credit- 
ing the account of the owner of the item or the Cashier's 
Check account, as the transaction may require, when settle- 
ment is made. The third copy is to serve as an advice of 
payment to the owner of the item. (See Form 41.) These 
three tickets are held in the files until collection is effected. 

The fourth copy of the ticket serves as an advice that 
the collection has been entered, and is mailed to the customer 
on the day following entry. The bank thus gives the customer 
its version of the transaction and enables him to correct any 
errors which may have been made and to notify it, in most 
cases, in time for errors to be corrected by cable before the 
item arrives at the foreign bank for collection. 

After these tickets and the advice have been prepared, each 
negotiable item is indorsed. In transacting foreign business 
a stamp is not sufficient to serve as an indorsement; the 
indorsement must be autographically signed either by a "per 
procuration signer," or by an officer of the bank. A per 
procuration signer (abbreviated P. P.) is one who has been 
given formal authority to sign for the bank. The signatures 
of all officers and per procuration signers together with a copy 
of the resolutions of the board of directors of the bank author- 
izing such signatures are on file with foreign correspondents 
of the bank. 

The foreign correspondent or branch to which an item is 
to be sent for collection is chosen at this time. At this point 
it may be said that foreign collections are sent to correspondent 
banks and to branches in the same manner as domestic transit 
and collection items are sent to domestic correspondents. Items 
are sent to branches of the bank wherever possible and in 
other cases the business is distributed among the available cor- 
respondents in a predetermined ratio. 

A record of the amount of business which is sent to each 
correspondent is kept. At the close of each day this record 
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is checked against cards showing the ratio in which the out- 
going collection business is to be divided and deficiencies are 
noted. In sending out the next day's collections adjustments 
are made by sending the larger volume of collections to those 
banks which are short in their quotas. 

Every care is taken to determine that all of the instruc- 
tions of the customer have been noted and adhered to. Ac- 
cordingly the tickets together with the customer's letter and 
the items accompanying it are taken charge of by a checker 
who very carefully compares the tickets with the instructions 
contained in the customer's letter. 

Letters of Transmittal 

Items to be sent abroad for collection are enclosed with 
a letter of transmittal which serves the usual function of 
transmitting the items for collection and of giving the foreign 
bank instructions as to how they are to be handled. Three 
copies are written; the original and the duplicate are to be 
sent to the collecting agent, and the triplicate is to remain in 
the bank's files. These letters give the bank's collection num- 
ber, the amount, the name and address of the drawee, whether 
the item is to be protested, the tenor, documents attached, and 
any special instructions of the owner, such as cable payment, 
'*in case of need refer to . . ." etc. 

At this point a second checking of the client's letter, the 
items, the tickets, and the letter of transmittal is made. At 
the same time any special instructions which pertain to the 
collection arrangement between the bank and its foreign col- 
lecting agent are stamped on the letter of transmittal. This 
final check, coming as it does after a close comparison of the 
tickets with the customer's letter, practically insures that the 
transaction will have been handled according to the desires 
of the customer and in keeping with the best arrangements 
prevailing with the available foreign collecting agents. 
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Forwarding Items to Collecting Agent 

The collection items are now ready to be forwarded to 
the foreign collecting agent. Duplicates of the letters of 
transmittal, drafts, documents, etc., are separated from the 
originals and sent to the outgoing mail department, which 
encloses each copy in a separate envelope and mails it. 
The envelope containing the originals goes forward by one 
steamer, while the envelope containing the duplicates goes 
forward by a second one in order that the loss or delay of 
one set may not hinder the transaction from being consum- 
mated. 

The Ticket Files 

The various tickets are filed to await the time when col- 
lection shall have been effected. The credit tickets and the 
advice tickets are filed in separate compartments by names 
of the owners of the items. These file^ serve the purpose 
of indicating the amount of business which is pending for 
each customer and the approximate time when funds will 
become available for credit to his account. The debit tickets 
are filed according to the location of the bank which is to 
be charged. After this filing the work of handling the trans- 
action has been completed, so far as the bank at this end 
of the transaction is concerned, until such time as settlement 
for the collection is in order or a follow-up on the item must 
be made, owing to a delay in payment. An exception to the 
foregoing statement is to be noted, however, in case the owner 
of the collection desires to change his instructions. 

Advices of Receipt and Acceptance 

Foreign collecting agents acknowledge receipt of items for 
collection by letter. Upon the receipt of such letters they 
are checked against the collection register and entry is made 
in the proper column therein. Whenever the foreign bank 
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has a time item for collection it advises the New York bank 
when acceptance has been obtained. This information is 
entered in the collection register and also on the reverse side 
of the debit ticket in the files. Advice of acceptance is sent 
to the owner on Form 40 which shows the bank's collection 
number, the client's collection number, the amount of the item, 
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Form 40. Advice of Acceptance of an Export Collection. (Size 8H x sJ^.) 

the corresponaent's name, where drawn, the date of acceptance, 
and the due date. 

Follow-Up of Unpaid Items 

It is in the best interests of the customer of the bank 
that the collection be effected and funds placed at his disposal 
in the shortest time possible. To make sure that collections 
are being attended to promptly by foreign collection agents 
a follow-up system for delayed items is maintained. A diary 
is kept in which are entered under the heading of each business 
day the collection number and the amount of all items which 
should be heard from on that day. This diary, or tickler. 
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IS checked against the disposition column of the collection 
register. If an item is foimd to be entered in the collection 
register as paid for or as returned unpaid it is crossed off 
the diary. If, however, no such entry is found in the collec- 
tion register investigation is necessary. Mention has already 
been made of the fact that information regarding the progress 
of items through the collection process is entered on the reverse 
side of the debit tickets in the files. From the information 
contained on the corresponding debit ticket, therefore, it is 
possible to determine whether an outstanding collection is 
receiving proper attention. If such is not the case inquiry 
is made of the foreign collecting bank either by mail or by 
cable as the circumstances require. The item is then advanced 
in the diary to the date when response to the inquiry should 
be received. This follow-up process is repeated at intervals, 
if necessary, until disposition of the item is finally effected. 

Settlement Between the Banks 

The two banks which are parties to the collection transac- 
tion make settlement between themselves after collection has 
been effected or it has been definitely established that collection 
cannot be made. Assuming that collection has been success- 
fully made, the foreign bank sends the New York bank a letter 
or cable advising it of the collection and indicating the method 
which it is using to reimburse the latter bank. 

The foreign bank may handle the transaction in one of 
three different ways, according to arrangements previously 
made: 

1. It may request the New York bank that its deposit 
account with this bank be charged for the proceeds. 

2. In case the foreign correspondent is one with which 
the New York bank maintains a credit balance, it may place 
the proceeds to the credit of the New York bank. 

3. It may make remittance in New York exchange. 
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Charge Basis — Due to Foreign Banks and Branches, 
Whenever the account of the foreign bank is to be charged 
the debit ticket is completed by entering such information as 
the date of the foreign letter of advice, the foreign bank's 
collection number, and the value date, the last-named term 
signifying the date upon which the charge to the foreign bank's 
account is to be effective. After the adequacy of the balance 
has been determined, this ticket is sent to the bookkeepers 
where it is entered to the debit of the account of the foreign 
bank. 

Charge Basis — Due from Foreign Banks. In case the 
foreign bank has credited the proceeds of the collection to 
the account of the New York bank maintained wit|i it, which 
is the usual procedure in case of foreign currency items, the 
charge ticket is completed as described in the preceding 
paragraph and it is sent to what is known as the "due from 
foreign banks" section of the books where it is debited to the 
bank's account maintained with the correspondent abroad. At 
this point it should be remarked, in anticipation of what is 
to be said in the chapter on the work of the foreign book- 
keepers, that the bank maintains two classes of foreign ac- 
counts. First, there is the "their" account, or "due to banks 
— foreign," section which contains the accounts of foreign 
banks maintaining a balance on deposit with the bank. These 
accounts are the exact counterpart of the domestic customers' 
accounts. The second section of the foreign books, entitled 
the "our" accounts, or "due from banks — foreign" section, 
contains the accounts of those foreign banks with which the 
bank maintains a credit or deposit balance. This class of 
accounts has no counterpart in the domestic business because 
it is the policy of the bank to maintain a credit balance with 
no domestic correspondents. These accounts are, however, 
similar in a way to the bank's account with the local federal 
reserve bank, with the difference, of course, that they are 
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kept in the currency of the country where the foreign bank 
is domiciled. 

Remittance Basis. Collection items for which the foreign 
bank remits, instead of giving credit, are charged to the collec- 
tion ledger of the foreign division until the book has received 
the remittance. When received the remittance is credited 
to the collection ledger offsetting the charge which has just 
been described. 

Unpaid Items 

Unpaid items are returned by the collection agent together 
with the reason for non-payment and a bill for whatever 
charges it has made. In making collections of domestic items 
correspondent banks do not usually charge each other for their 
services in attempting collections. In foreign banking, how- 
ever it is the general rule to make a charge for such services 
whether collection is actually effected or not. In addition, 
there are such charges as protest fees, cable charges, bill taxes, 
etc. Charges of this sort are usually credited to the account 
of the foreign collection agent and reimbursement obtained 
from the owner of the item by charging his account or by 
calling on him for a remittance to cover it 

Before a foreign bank returns items unpaid, it customarily 
gets into touch with the New York bank and these two banks 
then endeavor to adjust any differences which may have arisen 
between the drawer and the drawee of the items. Every pos- 
sible effort is made to close out the transaction without neces- 
sitating the return of the item unpaid. 

Settlement with Owner 

Settlement with the customer is effected by crediting his 
account or by sending him a cashier's check for the proceeds 
of the collection. The credit ticket and advice of payment, 
which were partially prepared at the time the item was sent 
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out for collection, are completed at this time. Upon them 
are entered details of the charges which were deducted, includ- 
ing the New York bank's commission, correspondent's com- 
mission, stamp charges, discounts and deductions authorized 
by the owner, cable charges, exchange charges, etc. The nature 
of these various charges is signified by their names, with the 
possible exception of charges for commission. Commission 
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is charged only on dollar items and includes the charges of 
both the foreign correspondent and the domestic bank for 
their services. After the proceeds of the collection item have 
been determined the amount is entered upon the credit ticket 
and this ticket is carefully checked before it is sent to the 
bookkeepers for entry. The credit may be made either to a 
customer's account or to the Cashier's Check account, depend- 
ing upon the method of payment used. The letter of advice 
(Form 41) is then completed and mailed to the customer to 
serve either as an advice that credit has been made to his 
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account, or as a letter accompanying the cashier's check which 
is being sent him. 

Conversion of Foreign Money 

As has already been stated, in many cases the foreign item 
will have been drawn in foreign money and will have been 
credited on the books of the foreign bank in foreign currency 
rather than in dollars. Such sm item, after collection has been 
effected abroad, is treated as foreign exchange to be purchased. 
The foreign exchange traders of the bank, who fix the rates 
of exchange for all transactions, furnish a conversion rate 
for such items. This rate includes the commission charge. 
The owner of the item is then paid the proper amount in 
United States money. 

Collections by Cable 

It sometimes happens that a customer of the bank desires 
especially rapid collection service. In such a case the bank 
handles the advice from abroad by cable, the owner of the 
draft or the drawee paying for the cost of the message. There 
are three methods of handling collections by cable : 

1. Cable pa)mient 

2. Cable proceeds 

3. Cable transfer 

Cable Payment Method. In handling a collection by the 
cable payment method the foreign bank advises the New York 
bank by cable that collection has been effected and that the 
proceeds are being forwarded by mail in the case of dollar 
drafts, or that they have been placed to the credit of the 
New York bank abroad if the draft was drawn in foreign 
currency. Upon receipt of this cable message the New York 
bank communicates the contents of the cable to the owner. 
By such a method the owner of a foreign draft is advised 
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promptly that his drafts are being honored abroad. He is also 
assured that funds are in the hands of the collecting banks 
and that he will receive them in due time. An assurance of 
this kind is of advantage particularly to exporters who have 
other shipments ready to go forward to the foreign drawee, 
but who do not desire to extend the additional credit which 
would be required were additional shipments sent forward 
before the proceeds of past shipments were in the hands of 
the collecting banks. 

Aside from its value as an assurance that drafts are being 
honored, the cable payment may also be used to place the 
owner of a collection in funds. In advising the payment 
abroad of a foreign currency item the bank sends the owner 
a quotation at which it will immediately purchase the item. 
If the customer so desires he may sell the proceeds immediately 
at the current rate without being put to the necessity of waiting 
until funds arrive from abroad. 

If the draft is drawn in dollars the customer may discount 
it with the foreign discount department upon the receipt of 
the cable announcing payment. Arrangements for such a dis- 
count are often made at the time the draft is entered for 
collection. In such a case the transaction is turned over to 
the foreign discount department upon the receipt of the cable 
announcing payment and the latter department then handles 
the transaction as it does other foreign discounts. (For a dis- 
cussion of procedure in discounting foreign drafts, see pages 
284 et seq,) If arrangements for discount were not made when 
the item was entered for collection, the owner is at once in- 
formed that payment abroad has been made. If he desires the 
collection discounted the owner then advises the bank to that 
effect. 

Cable Proceeds Method. For items drawn in dollars other 
methods of settlement can be used to make the owner's funds 
available to him immediately after collection, namely, the 
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cable proceeds method and the cable transfer method. These 
two methods of handling collections are identical excepting 
that the owner pays the cost of sending the funds under the 
cable proceeds method, while the drawee pays them under the 
cable transfer method. It is evident that only collections 
drawn in dollars can be handled in these ways, since it is only 
in case of dollar items that actual transfers of funds are made. 
In collecting foreign currency items the proceeds of all drafts 
are placed to the credit of the New York bank's account abroad 
when collected. If it were desired to make proceeds of such 
collections immediately available to the owner, such items 
could only be handled by the cable payment method, since no 
actual transfer of funds takes place. 

In making a collection on a cable proceeds basis the foreign 
bank collects from the drawee in the usual way; that is, it 
collects at the sight rate of exchange on New York City, It 
then deducts from the amount collected the difference between 
the sight and the cable rate, and cables the New York bank 
to make pa)mient to the owner of the amount so obtained. 
This method virtually amoimts to discounting the collection 
item for the number of days the funds would normally be in 
transit from the city of the drawee to the city of the 
drawer. 

Cable Transfer Method, If proceeds are to be sent on 
the cable transfer basis, the drawer of the draft has an under- 
standing with the drawee to the effect that the latter will 
pay the amount of the draft at the cable rate for exchange on 
New York prevailing in his city at the time of collection rather 
than at the sight rate. In other words the drawee pays the 
draft by purchasing a cable transfer from the foreign col- 
lecting bank. When this transfer reaches New York the local 
bank pays the owner the face of the item less the usual collec- 
tion charges, that is, he is under no additional expense by 
virtue of the funds having been sent forward immediately by 
cable. 
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Import Collections 

Foreign Collections Department 

The other phase of the foreign collection service is repre- 
sented by the work of the foreign collection import depart- 
ment. This department of the New York bank performs a 
function in connection with outgoing collections of foreign 
banks which is the exact coimterpart of that which these foreign 
banks perform for the New York bank in connection with its 
export collections. 

Collections which come into the foreign collection import 
department are similar to those which are sent out by the 
f oreigfn collection export and the foreign discount departments. 
They consist of items which have been taken by foreign banks 
in their collection or other discount service and which are being 
sent to the New York bank for collection. All incoming 
collections are payable in the United States. They are received 
through the mail as a general rule, but occasionally they come 
over the window. This often occurs when a foreign concern 
has an agent or a branch in the United States and it desires 
its branch or agent to enter a domestic item for collection and 
credit to the foreign account. Incoming items are accompanied 
by the regular letter of transmittal which contains the instruc- 
tions of the foreign bank as to how the item is to be handled. 

Receiving Clerk 

Incoming items first come to the attention of a receiving 
clerk. It will be recalled from the description of the letters 
of transmittal in the work of the foreign collection export 
department that remittance letters always go forward in dup- 
licate or in triplicate. The receiving clerk lays aside the 
duplicate and triplicate letters for consideration after the 
originals have been worked up. Each item is stamped with a 
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time stamp to indicate the time of receipt The letters are 
then sorted according to the division of labor which obtains 
in the department. This division is according to customers 
served. Separate forces handle items coming from customers 
located in cities appearing under the alphabetical classification 
A-B, C-G, H-L, M, N-S, and T-Z. 

Cash and CoUecjtion Items 

The material is divided into two classes: cash items, and 
collection items. The cash items are those which are to be 
credited to the accounts of the senders upon the date of receipt, 
while collection items are those which are to be credited when 
collected. The cash items are thus to be handled practically 
on a deposit basis. Accordingly the work of the foreign col- 
lection import department in handling these items is similar 
both in practice and in functional significance to the work of 
the domestic mail teller. Cash items include only clean drafts 
which can be collected by the bank within one day, excepting 
items coming from its own foreign branches, A foreign 
branch, to meet the competition of branches of other American 
banks, receives immediate credit for all checks drawn upon 
the receiving bank, all clearing house checks, sights, trusts, 
items drawn upon the United States Treasury, and transit 
items; while foreign customers receive immediate credit for 
all the above-mentioned items except transit items. All other 
items are regarded as collection items, for example, bills drawn 
in foreign currencies, time items, documentary drafts, and 
transactions in which the bank is requested to make delivery 
of valuable papers and documents against receipt or payment, 
i.e., collection items not represented by a draft. 

Separation of Cash from Collections 

The first work of the various operating divisions is to 
separate cash items from collection items. This is accom- 
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plished by making a physical separation of the items them- 
selves into the two divisions and by removing the collection 
items from those letters which also contain cash sendings. 
As in the case of the domestic mail teller's work, incoming 
letters fall into one of three classes: letters containing only 
cash items, letters containing only collection items, and letters 
containing both cash and collection items. The letters con- 
taining only cash items are separated from those containing 
only collection items. On the mixed letters the different collec- 
tion items are indicated by encircling them with a colored 
pencil and the cash items are footed in color. The collection 
items from these mixed letters are then entered on special 
interdepartmental letters. The mixed letters, upon which only 
cash items now have a significance, are placed with the other 
purely cash letters. Opposite each cash item the class of funds 
it represents, such as check drawn on the receiving bank, clear- 
ing house check on bank No , sight, trust, etc., is entered 

on the remittance letter for reference. 

Cash items from this point on are handled as ordmary 
deposits. The letters are proved against their contents in 
batches. Then they are passed to the bookkeepers for credit 
to the accounts of the owners. The enclosed items become 
material for the domestic departments of the bank to handle 
in the regular way: the checks drawn upon the receiving bank 
for the check desk, clearing house checks for the racks, sights, 
trusts, and U. S. Treasury items for the city collection depart- 
ment, and countries for the transit department — to be col- 
lected by those departments in the regular way. 

Advices of Credit 

In the meantime triplicate letters advising the foreign cus- 
tomer that his account has been credited are prepared. These 
letters are held until sufficient time has elapsed for unpaid 
items to be returned through the regular channels. Should 
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none be returned unpaid the letters of advice are forwarded 
to the customer, the originals by one mail and the duplicates 
by another, but in case some items are unpaid, correction is 
made by charging back the unpaid ones and advising credit 
of the balance, if any. Thus the advice of credit is sent only 
after the bank is certain that nothing will have to be charged 
back. In case of cross-credits, i.e., items sent by one customer 
for the credit of another, the bank advises both the sender 
and the customer whose account is credited. 

Import Collection Register 

Each collection is assigned a serial number which is 
stamped upon each of the constituent items. This number 
becomes the identification number of the particular transaction. 
A collection register is kept which is similar in form and in 
function to that of the export collection department. Each 
transaction is entered in this register in a space which has 
been previously stamped with the serial numbers to be borne 
by collection items. This book contains such information as: 
customer from whom the item has been received, for credit 
of whom, amount of item, tenor, maturity, place payable, 
customer's number, documents, etc. Space is also provided 
for making entry of the date of the acceptance (in case time 
items are sent for acceptance) and for indicating the fate of 
the item after collection has been attempted. 

Conversion of Foreign Currency Items 

Many of the incoming collection items are drawn in 
foreign ctwrency. Local drawees, however, make their pay- 
ments in the currency of their own country. This situation 
necessitates the conversion of the face amount of items of 
this sort from foreign currency to domestic. In case the 
foreign sender has not already made this conversion, a conver- 
sion rate is obtained from the traders of the bank and the 
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amount to be collected is indicated in dollars on the face of 
the item. 

Collection Through Domestic Departments 

Incoming foreign collection items require exactly the same 
type of collection service as do domestic collection items. To 
have the foreign collection import department effect the actual 
collection of its receipts would mean wasteful duplication of 
work within the bank. To avoid this the items are for- 
warded to the various domestic departments of the bank, each 
item being described by its collection number. The domestic 
departments attempt to effect collection and they report the 
fate of the items back to the foreign collection import depart- 
ment, using the collection number again for describing the 
transaction. The transaction is then completed by making 
settlement with the client in accordance with his wishes. In 
keeping with this arrangement acceptances are sent to the note 
teller, items to be collected or accepted by drawees located in 
the city to the city collection department, out-of-town collection 
items to the country collection department, and city coupons 
to the coupon collection department. 

Customers' Cards 

It is highly desirable for the bank to know the amount 
of business which it has transacted for each of its foreign cus- 
tomers, also the amount of collections outstanding for each 
account and the time when the proceeds of these outstanding 
items may be expected to be added to the accounts of the 
customers. To obtain this information entry is made on cus- 
tomers' cards, as illustrated in Form 42. Cash items are 
entered in red ink, while collection items are entered in blue. 
These cards contain the following information: date received, 
collection number, customer's collection number, letter date, 
where payable, tenor, and amount. There is also space for 
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indicating the receipt of duplicates as they come in and for 
indicating the fate of the item after collection has been made. 

Settlement with Owner 

Day by day the domestic departments of the bank complete 
collections for the foreign collection import department. In 
disposing of the proceeds from such collections the domestic 
department sends the bookkeepers a ticket crediting the collec- 
tion account of the foreign remitting bank or individual and 
forwards an advice of collection to the foreign collection 
import department. The cash items received from the collec- 
tion pass through the domestic work along with the other cash 
or cash items received. 

Upon receipt of the advice of payment from the domestic 
department the transaction is completed. Letters of advice 
are prepared for the foreign customer in dupHcate. These 
advices are proved against the notices received from the col- 
lecting department. They are also used by the clerk in charge 
of the collection register to make entry in the register as to 
the fate of the collection. The advices to be sent to the foreign 
customer are then carefully checked before they are forwarded 
abroad. In case instructions have been received to this effect, 
advice of payment is sent by cable rather than by mail. 

The advice of payment received from the domestic col- 
lecting department, from which the letters of advice for the 
customer were prepared, now becomes a credit ticket destined 
for his deposit account. The domestic collecting department 
has listed the net amount of the proceeds on the ticket. The 
foreign collection import department fills in the name of the 
customer to receive credit and a complete description of the 
item. It then deducts the bank's commission for effecting the 
collection, which it credits to the Commission account. The 
net amount remaining is sent through to the foreign book- 
keepers as a credit to the deposit account of the foreign cus- 
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tomer. As an offsetting entry to this credit ticket a ticket 
charging the collection account is put through, since this ac- 
count was credited at the time collection was effected by the 
domestic collecting department. 

Unpaid Collections 

Items which the drawees refuse to pay are handled in 
about the same way as are unpaid items in the domestic col- 
lection work. If the item amounts to $500 or more it is 
the regular policy of the bank to cable non-pa)mient to the 
owner, in the absence of instructions to the contrary. In all 
other instances the instructions of the foreign customer govern 
the action of the department. It is often possible for drawees 
and drawers of foreign drafts to communicate with each other 
and adjust their differences. In order to accommodate its 
clients the bank holds unpaid items for sufficient time to enable 
the owners and the drawees to settle differences if they care 
to do so. The owner of the item then instructs the bank 
as to what course is to be pursued. After it has been definitely 
established that a collection will not be paid, the item is 
returned to the owner together with an advice of debit to 
his account for the expenses incurred in attempting collection. 
In addition to the regular expenses of protest fees, bill stamps, 
cable charges, etc., it is customary for banks to make a nominal 
charge for attempting collection, as was noted in connection 
with the foreign collection export work. 

Time Items 

FrequenUy time items are received upon which the bank 
is requested to procure acceptance, to deliver documents in 
return therefor, and after acceptance either to collect or to 
discount the item. In transactions of this sort the bank sends 
a special advice of acceptance to the owner. The resulting 
acceptances are collected through the note teller's department 
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or discounted with the domestic discount department, accord- 
ing to the instructions of the customer. 

Discounts 

Items for discount may arise in two different ways. In 
the first place the foreign customer often sends instructions, 
either special or standing, to have items discounted. The 
standing instructions of customers are quite frequently to the 
effect that acceptances entered by them for collection are to 
be discounted in amounts sufficient to restore their balances 
in case they fall below a certain stipulated amount. In the 
second place the bank quite frequently discounts acceptances 
for customers whose accounts show an overdraft, regardless 
of whether it has instructions to do so or not. This acts as 
a protection to the customer in that his drawings are protected 
in case of need. It may be assumed that he would readily 
give instructions to have such action taken were he com- 
municated with. In connection with these discount items it 
should be remarked that they are for the most part either 
bankers' acceptances or acceptances of the very best commer- 
cial names in the country. Many are acceptances of the bank 
itself. Such paper makes an ideal investment from the stand- 
point of the bank because of the high degree of security, and 
from the standpoint of the owners in that they are enabled 
to obtain a very satisfactory rate. 

Discounts of this sort are handled after the regular manner 
of domestic discounts. An offering slip containing informa- 
tion regarding the amount of the bill to be discounted, name 
of the owner, name of the drawee, and tenor is prepared and 
submitted to the officers of the bank. If it is accepted for 
discount the rate is determined and the offering slip completed 
by entering the rate on the ticket. Three officers are required 
to place their signatures on the slip as authority for completing 
the transaction. 
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Records Pertaining to Discounts 

Letters of advice of credit for the proceeds of discounts 
are prepared. These instnmients go forward to the customer 
in the regular way. The items themselves are sent to the 
domestic discount department where they are handled as a 
part of its regular work. The foreign collection import depart- 
ment keeps certain auxiliary records of its discount operations. 
One set of records consists of a card (Form 43) giving a list 
of the bills discounted for each bank or individual and con- 
taining the following information: date discounted, foreign 
bank's collection number, New York bank's collection number, 
drawee, due date, date paid, face amount, rate, and net amount. 
In addition to serving the purpose of indicating the volume 
of business transacted for each customer, these records show 
the outstanding contingent liability of foreign customers upon 
discounts. Cards of a separate color are kept for the dis- 
counts made for the foreign branches of the bank. 

Another set of records consists of the drawees' cards 
(Form 44). This record serves the purpose of giving the 
amount of liability to the bank of different drawees, upon bills 
discounted. They contain the same information as is to be 
found on the owners' cards. As in the case of the owners' 
cards a separate card shows the business of each drawee or 
acceptor. 

Duplicates 

Finally, a word should be said regarding the duplicate and 
triplicate of remittances which are received from the foreign 
clients. The status of any copy of a foreign item is worthless 
if some other copy has already been received and honored, 
while it is to be treated as the valid copy providing other copies 
have not been received. In order to ascertain whether other 
copies have been received the clerks refer to the account cards 
previously mentioned and if there is no record of such having 
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been entered the copy in question is collected in the usual 
manner. If, however, a prior copy has been entered the clerks 
stamp a number on the item and file it for future reference. 
Special instructions from the drawee or the indorser may lead 
the department to dispose of the duplicates otherwise. If the 
originals have not been received, presentation and demand for 
payment of the duplicates is made, they being handled just 
as though they were the originals. When, if ever, the originals 
of these transactions arrive they are handled as duplicates. 

At this point description of the collection work of the bank 
has reached completion. The routine of the complete collec- 
tion work of the bank and the disposition of the various items 
entered by customers for collection is given on the chart shown 
in Form 45. 
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CHAPTER IX 

CREDIT 

Controlling Investment Operations 

Before describing the investment operations of the bank, 
which consist mainly in making various kinds of loans, it is 
necessary to consider the process of controlling these opera- 
tions. There are two phases of the work. The first consists 
in gathering and filing information affecting the credit of bor- 
rowers. In the United States the bank loan is very frequently 
unsecured, that is, the safety of the loan lies in the ability 
and willingness of the borrower to repay rather than in col- 
lateral security of some sort In addition, a bank is vitally 
interested in knowing what use is to be made of the funds 
it loans; hence the importance of a bank's having adequate 
and reliable credit information. The work of gathering and 
filing this information is performed by the credit department 
of the bank. The second phase of controlling loans consists 
in analyzing credit information and passing upon applications 
for loans. Because of its outstanding importance this work 
is performed wholly by certain officers of the bank. 

Sources of Credit Information 

I. Banks. The bank uses every available source of in- 
formation in obtaining and compiling credit data. Other banks 
constitute one of the important sources. So far as the con- 
fidential nature of the information which they possess permits 
them to do so, banks in the United States quite freely exchange 
experience on credit matters with each other. Accordingly 
the bank obtains information from other banks through cor- 
respondence and through calls made by its domestic field men 
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and city investigators. In the foreign field the credit depart- 
ments and field men of the branches of the bank are most 
useful sources of information and this is supplemented by that 
received from time to time by correspondence from foreign 
correspondent banks. 

2. The Trade. Another important source of credit in- 
formation is the trade — ^those who buy and sell merchandise 
or who have other business dealings with the applicant for 
credit. Those who sell to the subject of an investigation have 
the same problems confronting them as the bank has and a 
knowledge of the circtunstances imder which they extend credit 
to him is very valuable. Likewise competitors and others not 
dealing with him direct are, nevertheless, in a position to give 
the bank accurate information as to his standing in the trade. 
By exchanging information with certain of the large commer- 
cial concerns the bank is enabled to obtain very close and 
reliable information upon the business ability and integrity 
of the subject as well as the credit rating which he enjoys 
among his business associates. 

3. The Applicant Himself. Another important source of 
information is the subject himself. It is the usual practice 
for customers, especially those who desire a direct line of 
credit at the bank, to give complete information about them- 
selves to their bankers. One meditun for obtaining a personal 
contact with the applicant for credit is the letters and the 
personal interviews of the officers, industrial engineers, and 
field men of the bank. Another is the financial statement sub- 
mitted by the subject. Practically every applicant for accom- 
modation submits his periodical financial statement to his bank 
in support of his claim for credit. By analyzing the state- 
ment the bank is enabled to obtain very accurate and close 
information regarding the merits of the customer's claim to 
credit. 

4. Credit Agencies, Clippings, and Brokers. Still other 
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sources of credit information are the commercial credit agen- 
cies. To supplement other sources of credit data the credit 
department also maintains a clipping bureau which obtains 
from newspapers and periodicals such information as new 
organizations, consolidations, changes in corporations and 
firms, also death notices, notices of dissolution, lawsuits, judg- 
ments, bankruptcy proceedings, etc. Each of certain em- 
ployees in the department regularly reads one or more desig- 
nated newspapers or trade publications from which he clips 
any news items having a bearing upon the credit rating of 
those with whom the bank deals and of other important 
houses. Another important source of information consists of 
commercial paper brokers. It is customary for these dealers 
to furnish the banks which patronize them with complete and 
reliable information about each concern whose notes they 
handle. 

5. Past Relations with the Applicant. Finally the bank 
considers the history of its past relations with the applicant, 
if it has had dealings with him previously. Such information 
as the customer's average balance, the amount of borrowing 
which he has done in the past and under what conditions, 
what he owes the bank directly or indirectly, whether or not 
the account has been overdrawn, profitableness of the account, 
amount of gratuitous service furnished, etc., provides a very 
reliable index as to the desirableness of that particular subject 
as a credit risk. Whether or not the applicant does the whole 
of his banking business with the bank is also an important 
factor to be considered. 

Credit Folder 

Credit information is filed in what is known as a credit 
folder. The completeness with which the information con- 
tained in these folders is gathered depends upon the relations 
which exist between the bank and the particular subject to 
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which the folder pertains. In the case of those who borrow 
from the bank in the domestic or foreign departments the 
information is as elaborate and complete as it is possible to 
make it. The bank also keeps information of the same degree 
of completeness of those concerns whose notes it purchases 
either for itself or for its customers through the note brokers. 
In the case of concerns other than borrowers the information 
may be slightly less complete. Except when information is 
given to it confidentially the bank, however, disseminates credit 
information about such names as these as a business service 
to its clients and it often uses this information as a basis for 
soliciting new business. Accordingly, while the files upon 
these names are not quite so complete as those concerning 
borrowing accounts, they are kept up to date. 

Contents of Credit Folder 

The typical credit folder consists of nine sections as fol- 
lows: 

1. The fly sheet 

2. Discount or loan ticket section 

3. Financial statement section 

4. Information section 

5. Interviews 

6. Credit information 

7. Inquiry section 

8. Credit agency reports 

9. Correspondence and miscellaneous. 

Fly Sheet and Discount Ticket Section. The fly sheet 
contains certain salient points ccmceming the subject of the 
folder. This consists of the name and address of the company, 
a list of the officers or members, kind of business engaged 
in, date the account was opened, by whom introduced, officer 
accepting the account, accounts maintained with other banks, 
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note broker, if any, through whom it sells paper m the open 
market, indorsers or guarantors whose names it has agreed 
to furnish on its borrowings, the line of credit extended to 
the concern by the bank, and names of concerns affiliated with 
it. The discount and loan ticket section contains the com- 
pleted offering tickets which, as will be noted presently, have 
been prepared in connection with each discount and loan made 
to the subject Since these tickets contain complete details 
of each borrowing made by the customer in the immediate 
past, the officer who is examining the folder with a view to 
making a loan to the applicant has at his disposal in this 
section of the folder a complete borrowing history of the 
account. 

Financial Statement Section. The statement section 
contains the original financial statements received by the bank 
together with summaries prepared by the accounting division 
of the credit department. The original statement may have 
been prepared by the applicant himself or it may have been 
prepared and certified to by a public accountant. This state- 
ment is submitted either upon the subject's own form or, 
preferably, upon a form especially designed by the Federal 
Reserve Bank of New York with a view to facilitating credit 
analysis. A division of the credit department known as the 
accounting division transfers the information contained in the 
statement to the bank's own special comparative form (Form 
46) which shows changes in the concern's condition from one 
financial period to another. The comparative statement also 
includes a summary of the condition of the subject at the time 
his last statement was made. This summary of condition 
shows the date of statement, total quick assets, current liabili- 
ties, percentage of quick assets to current liabilities, deferred 
liabilities, total liabilities, net worth, annual sales, and net 
profits of the concern. 

Remaining Sections. The mformation section of the 
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folder contains reports which have been received from banks, 
the trade, and other references which have been given by the 
subject or have been consulted by the bank, records of inter- 
views which the bank's officers have had with the subject, 
and mounted clippings from newspapers and periodicals. The 
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Ponn 46. (b) Comparative Statement of a Corparation (reverse) 

representatives' reports and memorandums sections consist of 
reports of the bank's domestic field men and foreign branch 
bank credit and field men regarding the outcome of the in- 
vestigations which they have made. In the inquiry section 
is filed a list of those making inquiry regarding the subject, 
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dates of inquiries, and references to the form letters written 
in reply. In this section the bank also files copies of the replies 
which it has made to such inquiries. The agency section con- 
sists of reports received from commercial credit agencies. The 
correspondence and miscellaneous section consists of cor- 
respondence regarding terms arranged between the concern 
in question and the bank, also other letters which would be 
useful in quickly ascertaining the status of transactions passing 
between the subject and the bank. 

Credit FUcs 

The credit files are separated into two divisions, the domestic 
and the foreign, and each of these divisions is divided into 
subsections — individuals (including individuals, firms, and cor- 
porations), and banks. 

In the domestic section the folders are filed alphabetically 
according to names in the case of individual folders, and 
according to cities in the case of banks. The foreign files 
are divided into five sections and are arranged alphabetically 
in each section, namely, Caribbean, Russian-Asiatic, Scan- 
dinavian, South American, and European. In addition to that 
containing active material there is a very extensive file con- 
taining material which has gone out of date and which has 
been superseded by new matter. This old material is trans- 
ferred to a file warehouse where it is kept for a considerable 
period before it is destroyed. 

To facilitate locating a particular folder in the file and t© 
keep a check on the filing records a card index is maintained. 
One section of the index pertains to the domestic files and the 
other to the foreign files. The cards are filed alphabetically. 

Because of the very intimate nature of the material con- 
tained in the files, strict regulations are enforced regarding 
the consultation of the folders. The file clerks are responsible 
for keeping the information contained in the files from the 
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eyes of unauthorized persons. Folders are given out only 
upon requistion signed by an officer of the bank or by some 
other authorized person. The requistions are attached to cards 
which are placed in the files to replace folders which have 
been withdrawn. The outstanding folders are checked up at 
frequent intervals and steps taken to have them returned to 
the deoartment as auickly as possible. 

Revising Information 

Both regular and special revisions of the information con- 
tained in the credit folders are necessary. It is the policy of 
the bank to revise its information upon each borrowing account 
as often as seems necessary. Special revision becomes neces- 
sary in case information is received which affects the rating 
of a subject adversely or in case the information obtained 
from two or more sources is decidedly conflicting in nature. 
Special investigations or revisions are also made whenever 
the bank receives requests for credit information which it can- 
not answer in a complete manner from the information on 
file. 

In so far as is possible it is the custom to make the revision 
of borrowing account folders immediately after the receipt 
of the annual financial statements of the respective concerns 
or just before that time of the year when the customer usually 
arranges for his annual requirements at the bank. By ex- 
perience the credit men can frequently estimate the time of 
year when accommodation will be asked for. Accordingly 
they make their revisions, if such are necessary, just before 
this request for the extension of credit comes in, in order 
that the information held by the department may be most 
pertinent to its chief function. The department also keeps 
a record of the time when borrowers issue annual statements 
and a part of the work of the revision consists in obtaining 
these statements promptly after they are issued. 
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To bring these regular revisions to attention at the proper 
time a tickler file consisting of a card for each folder (Form 
47) is kept. These cards are divided at the top into twelve 
sections, one for each month of the year, and a tab of a certain 
distinctive color attached to a particular month's space indi- 
cates that the subject to whom the card appertains habitually 




Form 47. Tickler Card File for Credit Revisions. (Size 6 x 4.) 

issues his financial statement in that month of the year, while 
a tab of another color indicates that the folder is to be revised 
during the particular month. On the body of the card notation 
is made showing the progress of any revision which may be 
in process. 

Dissemination of Credit Information 

Before considering the main function of the credit depart- 
ment as an auxiliary to the operation of granting credit, it 
h well to consider other important aspects of its work. First 
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shotild be mentioned that of furnishing credit information 
to customers and others as a banking service. The tendency 
is for credit men, both in banks and in other concerns, to 
avail themselves fully of the credit service of their metropolitan 
correspondents and to rely on them for information regarding 
those to whom they propose to extend credit. To a correspond- 
ent of the bank this is a great service when it has under con- 
sideration the extension of credit or the purchase of com- 
mercial paper or when it is called upon by its customers for 
information which it does not have in its own files. Com- 
mercial houses, of course, find the bank an important source 
for information regarding those to whom they propose to sell 
on credit. The service is also particularly important in con- 
nection with foreign trade. American concerns desiring to 
transact business with foreign merchants and foreigners wish- 
ing to deal with American traders find the credit department 
of a large bank which has not only extensive foreign cor- 
respondent connections but also special representatives, agents, 
and branches located abroad, almost indispensable to the suc- 
cessful consummation of their dealings. The policy of the 
bank upon the practice of which this study is founded, is to 
disseminate credit information as freely as is possible, due 
regard being had, of course, to the confidential nature of the 
material on file and to the reliability of the applicant for such 
information. 

The department gives out information regarding credit 
risks preferably in writing or by personal interviews. When 
it becomes necessary to send a letter regarding a credit risk 
it is customary to use what is termed "non-liability" paper. 
This paper contains a statement as follows: 

All persons are informed that any statement on the part 
of this bank, or any of its officers, as to the responsibility 
or standing of any person, firm, or corporation, or as to the 
value of any securities, is a mere matter of opinion, and 
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given as such, and solely as a matter of courtesy, and for 
which no responsibility, in any way, is to attach to this bank 
or any of its officers. 

Occasionally it is necessary to answer inquiries by tele- 
phone, but in that event the credit man first assures himself 
of the identity of the person to whom he is speaking. 

In case the bank does not have sufficient data for the 
needs of the one making the inquiry it makes a special in- 
vestigation. Charges are made for these investigations where 
cable or telegraph fees are incurred; otherwise the service is 
gratuitous, as the purpose underlying such accommodation is 
service to the customer rather than profits. The bank, of 
course, has the benefit of this information for its future use. 

Approval of Conunercial Paper Names 

An important phase of the credit service of the bank arises 
in connection with commercial paper. The services of the 
bank in purchasing commercial paper in the open market for 
its customers has already been explained. This service may 
consist in actually making the purchase or in recommending 
certain offerings for direct dealings between the broker and 
the prospective purchaser. In any event, the most important 
part of the service consists in passing upon the credit rating 
of the makers of paper. Requests for services of this sort 
are made to officers of the bank who make selections with 
the aid of the credit folders with the same care as they would 
in choosing paper for the bank's own portfolio. 

Use of Credit Information in Making Loans 

The chief purpose in obtaining credit information is to 
control loans. After credit information has been gathered 
the first step in the operation of extending bank credit is for 
the banker to decide whether he cares to extend credit to the 
applicant, and if so, how much. 
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The matter of passing upon applications for credit and 
fixing the lines to be extended rests with certain officers of 
the bank. For the purpose of securing efficient administration 
the business of the bank is divided on a territorial basis. A 
domestic territory consists of certain states which are not only 
geographically contiguous but in which economic and business 
conditions are the same. A foreign territory contains certain 
countries grouped together on this same plan. Each territory 
is under the direct control of a vice-president of the bank 
assisted by other officers. All matters involving the bank's 
relations with a customer come to the attention of the officers 
of the territory in which the particular customer is located. 
In this way direct personal relations are maintained with each 
client. 

The most important work of the territorial officers consists 
in passing upon the applications of the customers of their 
territories for credit. Each application comes directly to the 
attention of the vice-president in charge of the territory. Co- 
operating with certain of his assistant officers who are trained 
credit men, the vice-president has the responsibility of passing 
upon the application. 

Application Ticket 

The manner in which an application for credit is handled 
by the bank is as follows: When a customer applies to the 
vice-president in charge of his territory for a line of credit 
the application is passed to the credit department which pre- 
pares an application ticket (Form 48) containing the name 
and address of the applicant, kind of business engaged in, date 
of application, amount applied for, and, if the applicant is 
a bank, its capital, surplus, and undivided profits. 

This ticket is sent to the domestic discount department. 
This department notes the amount owing to the bank by the 
applicant on account of discounts, together with mattirities. 
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the date, rate, amount, and maturity of the last discount made 
for this particular customer, amount of discounts made during 
the previous year, when and how long the applicant was out 
of debt to the bank, and names of those authorized to nego- 
tiate loans and sign notes. The application ticket then goes 
successively to the loan department, the foreign discount 
department, and the commercial credit department where 




Form 48. Application for Line of Credit. (Size 8Ji x 5}^.) 

similar information regarding the applicant's borrowings in 
these departments is added. 

The ticket is then returned to the credit department, which 
keeps a card file showing the balances kept by each customer. 
From the file is obtained the customer's average balance for 
the last six months, average balance for the corresponding 
six months for the previous year, the balance on the date of 
application, and the rate of interest, if any, allowed applicant 
on his balances. A credit man then scrutinizes the application, 
approves it for correctness of the information contained 
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therein, and returns it, together with the credit folder of the 
appHcant, to the officer who is to pass upon it. 

Analysis of Credit Information 

In discussing the analysis of credit information, emphasis 
should be placed upon the fact that each application is con- 
sidered on its own merits. Many intangible factors have to 
be taken into consideration so that it is difficult to generalize 
to any great extent in pointing out the factors which are 
considered. The work cannot be standardized. In the follow- 
ing paragraphs, however, the most important general con- 
siderations are given. 

The important points considered in analyzing a credit risk 
are the character, capacity or ability, and capital of the appli- 
cant — "the three Cs of credit," as they are termed. It is 
difficult to say upon which of these factors the banker lays 
most stress. He considers them all essential. Character, how- 
ever, is undoubtedly the basic element, while ability is a close 
second. Often the situation presents itself wherein a concern 
whose capital is not at all extensive is enabled to obtain credit 
merely upon the bank's confidence in the character and the 
ability of the principals. On the other hand, credit is never 
granted to a concern the character of whose managers the 
bank has reason to doubt, regardless of the capital which they 
may have accumulated. 

Character and Capacity of Applicants 

There are no formulas for analyzing the character and 
ability of an applicant for credit. However, it may be said 
that before reaching a final decision the credit man takes into 
full consideration all those intangible factors upon which suc- 
cess in business ultimately rests. For that reason the appli- 
cant's personality, his standing in the business and social com- 
mimity, his attitude toward his obligations, his ability as a 
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manager, his relations with employees, etc., are considered. 
As already indicated, much information about these things is 
gathered by the credit department by inquiry among the various 
trades and by correspondence with other banks — in fact, by 
consulting all those in whose judgment confidence may be 
placed and who may have been in a position to form an opinion 
relative to the applicant for a loan. Whenever possible, how- 
ever, it is always preferable to supplement these sources by 
a personal interview with the applicant, for in this way the 
officers are able to gain such a direct impression of both char- 
acter and ability as may serve as a basis for all future relations 
between them. 

Analysis of Financial Statement 

To form an estimate of the financial condition of the 
applicant the credit man relies to a great extent upon his 
financial statement made out upon an approved form such as 
the federal reserve statement illustrated in Form 49. All 
conditions being equal the bank prefers to receive from its 
customer an audited statement; this preference is not due to 
any doubts concerning the honesty of the applicant, but is 
due rather to the fact that the audited statement presents credit 
information in a uniform and readily comprehensible manner. 
An audited statement is an especially reliable source of credit 
information if the audit is made by a firm of accountants 
specializing in the particular kind of business which is being 
audited. 

It is well at this time to indicate briefly the points which 
the banker considers in analyzing the financial position of an 
applicant for credit. Customers generally submit a balance 
sheet together with a condensed profit and loss statement 
covering their operations for a certain fiscal period. The 
balance sheet indicates the assets under the headings of "quick 
assets" and "fixed assets." The term "quick assets" includes 
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Fonn 49. (a) Federal Reserve Statement (face). (Size 8H x 14.) 
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Form 49. (b) Federal Reserve Statement (reverse) 
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such items as cash, accounts receivable, merchandise, raw ma- 
terial, etc., which in the regular course of the applicant's busi- 
ness will be liquidated in a comparatively short time. Fixed 
assets, on the other hand, consist of real estate, plant and 
machinery, good-will, etc., which constitute the permanent 
capital of the concern in an economic sense. The intention 
is not that such fixed assets shall be liquidated but that they 
shall rather be used permanently to facilitate the operations 
of the owner. Liabilities, also, are divided into current liabili- 
ties and fixed liabilities. Current liabilities consist of notes 
payable, accounts payable, etc., which in the regular course 
of business will have to be paid off in the near future, while 
fixed liabilities consist almost entirely of long-term bonds and 
mortgages which have been issued to cover certain of the 
fixed assets. 

Cash Account 

In analyzing a concern's cash account the banker likes to 
know whether, perchance, there are included such items as 
demand notes or I.O.U's. covering withdrawals, expenses, or 
loans to members or employees of the concern. The banker 
looks upon the custom of carrying such items in the cash 
account as an unfavorable sign. He also desires to know 
whether any part of the cash is held by affiliated or subsidiary 
companies under the so-called ''imprest cash system," or 
whether any part of it is held on deposit by questionable con- 
cerns in process of liquidation. The credit man also inter- 
prets the cash account in the light of the conditions obtaining 
in the business at the time of taking the statement. The 
account may be unusually large at statement periods on account 
of pending distributions for dividends or for salaries. While 
this is in no sense a questionable practice, frankness in noting 
such a fact on the financial statement is an important consider- 
ation. 
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Notes Receivable 

The credit man ascertains whether the item of notes receiv- 
able in a financial statement includes only strictly trade notes 
given for actual purchases, or whether it covers loans to officers 
or employees, subscriptions for stock, accommodation notes, 
notes of affiliated concerns, hypothecated notes, etc., which 
may be uncollectible in case of failure. The credit man also 
interprets the size of the notes receivable item in the light 
of the custom prevailing in the applicant's line of business. 
If it is customary to take buyers' notes in that particular line 
of business, the Notes Receivable account may well be large; 
as a general rule, however, a large item of notes receivable 
is unfavorably received. Likewise long-term notes are not 
good assets to loan money upon because of their slowness of 
maturity. 

Accounts Receivable 

Regarding the item of accounts receivable, it is important 
for the credit man to know which, if any, of the accounts 
included are those due from affiliated concerns or from persons 
closely associated with the business. The credit man also 
determines whether any of the applicant's accounts receivable 
have been hypothecated. 

The applicant's practice in regard to bad and worthless 
notes and accounts is a very important consideration in judg- 
ing his worth as a credit risk. The credit man favors a con- 
servative attitude on the part of the concern; this attitude 
is expressed in a policy of charging off bad accounts and set- 
ting up a reserve for those which may prove uncollectible in 
the near future. 

The liquid condition of accounts receivable is indicated by 
the proportion due from customers for merchandise recently 
sold, which accounts can reasonably be expected to be settled 
according to the terms of sale. The proportion of past-due 
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accounts indicates the effectiveness of the collection methods 
of the applicant for credit. 

The Inventory 

In considering the applicant's inventory the banker desires 
to know what basis has been used in arriving at the figure 
given — whether the inventory was figured at cost or at the 
market price, whichever happened to be the lower at the time 
of taking stock. The concern's practice in regard to old stock 
is also an important index to its credit rating. It is a healthy 
sign from the standpoint of the credit man to see such goods 
eliminated from the live assets of the concern either by charg- 
ing off the proper depreciation or by closing them out by means 
of special sales. The banker also interprets the inventory in 
the light of the nature of the goods which it covers, making 
allowances for such merchandise as luxuries, novelties, etc., for 
which there is not a constant demand or a ready market 

Stocks and Bonds 

The most important point to be considered in connection 
with stocks and bonds for investment is the purpose which 
prompts the concern to carry them as an asset. While an 
asset of this sort may indicate a speculative tendency in the 
business, such is not always the case, and if these items are 
readily salable they strengthen the credit standing of the owner. 
Government bonds, particularly, are considered strong liquid 
assets, and they are usually shown as quick assets in a state- 
ment. Stocks and bonds of affiliated or subsidiary companies 
are naturally not favored so much in passing upon an applica- 
tion as are those of independent concerns. In cases of this 
sort credit men ascertain the relationship existing between the 
two concerns and whether the one has any contingent liabilities 
or contracted obligations to the other incurred through the 
ownership of such securities. 
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Real Estate 

In connection with the applicant's real estate and plant 
the credit man seeks to determine whether mortgages are out- 
standing against such property, whether it is in good operating 
condition and well adapted for the business, whether the prop- 
erty is amply protected by insurance and well located with 
respect to transportation and labor supply, whether any unpaid 
taxes, assessments, or other liens are outstanding against it, 
and also whether it is adaptable for other than its present use. 
The policy of the concern as to providing for depreciation 
is also important 

Machinery and Fixtures 

An item of machinery and fixtures of a standard character 
with some value in case of liquidation is of far greater value 
to the credit man than is a similar item of an equal cost which 
would have to be scrapped in case of liquidation. In fact, 
the considerations which apply to a factory building apply 
almost entirely to machinery and equipment. 

Sundry Assets 

Among the sundry assets on a financial statement the credit 
man considers insurance and the other deferred charges, if they 
represent actual unexpired values. Good-will, patents, trade- 
marks, leaseholds, etc., are of varying value from a credit 
standpoint and there is a growing tendency to eliminate these 
items entirely from a balance sheet or to carry them at a 
nominal value. 

Self-Liquidation of Assets 

The essential consideration in connection with a concern's 
assets is their power of self -liquidation within a reasonable 
time, for the banker is chiefly interested in knowing that the 
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customer can pay his loans from the normal fruits of his 
operations. Therefore the bank's credit man concentrates his 
attention mainly upon current assets. 

Notes Payable 

Among the quick or current liabilities of a firm, notes 
payable is a most important item. Knowing the practice in 
a given trade, the banker expects the item notes payable given 
in payment of merchandise to be small except in those very 
rare cases in which it is the established custom of the business 
to purchase on notes rather than on open account. If notes 
are given for overdue accounts it is considered a bad sign 
by the would-be grantor of credit. The banker also checks 
up the amount of notes given to banks for borrowed money 
and the amount which has been sold through the note brokers, 
and he is constantly on the alert to determine the security of 
outstanding notes. 

Occasionally a concern will have outstanding notes secured 
by collateral or indorsed or guaranteed by individuals inter- 
ested in the business, and it will seek to borrow from its bank 
on its unsecured note. This practice, of course, restricts the 
line of credit which the bank will grant. Notes payable, 
representing loans or advances from officers, directors, mem- 
bers of their families, or other persons closely associated with 
the company, may indicate an additional security in that those 
interested in the business are willing to risk their money in 
it; on the other hand, there is a possibility that those closely 
associated with the principals may be in a position to gain 
advance information of impending danger and thus withdraw 
to the detriment of other creditors. 

The use to which a concern puts the funds which it bor- 
rows is also important. Legitimate uses for funds obtained 
from a bank are considered to be, for settling open accounts, 
taking discounts on purchases, and for manufacturing or 
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Operating outlays. On the other hand it is not always conr 
sidered good policy to borrow on short-time loans for the 
purpose of adding to slow assets. 

Accounts Payable 

The credit man is desirous of knowing what amount of 
accounts payable represent trade obligations, what accounts are 
past due, if any, and which ones are secured in some manner. 
It is also important for him to know what amount is due 
to affiliated concerns, officers or directors, employees, members 
of their families, or others closely associated with the business. 

Bonded Indebtedness 

Fixed liabilities include mainly bonded indebtedness, al- 
though current instahnents of bond issues are considered as 
belonging among the current liabilities. The banker is in- 
terested in knowing whether the bonds are amply secured by 
mortgages; otherwise they constitute a lien upon the general 
assets of the concern and in the event of liquidation the 
unsecured residue would share equally with the claims of 
other creditors. The amount authorized, the total amoimt 
issued, the maturity dates, and the purpose for which the bond 
issue was made, are important for obvious reasons. Provision 
for retirement of the bonds together with the extent to which 
a concern is living up to sinking fund requirements, if there 
are any such requirements, is also an important item. 

The credit man is particularly desirous of knowing that 
all assets and all liabilities, particularly the latter, have been 
indicated in the statement. Such contingent liabilities as notes 
receivable discounted, accommodation notes, indorsed notes, 
and other items of this sort which do not always appear upon 
the financial statement, have frequently been the means of 
ruining a concern and occasioning a heavy loss to those extend- 
ing credit to it. 
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Analysis of Profit and Loss Statement 

In connection with the profit and loss statement several 
items are important from the credit man's viewpoint. The 
banker is interested in knowing whether the net profits are 
commensurate with the volume of business and the amount 
of capital employed. The policy of a concern as to making 
provisions for depreciation, bad debts, etc., is an important 
index not only to its actual financial condition but also to its 
business policy. Aside from being bad business, the policy 
of paying dividends excepting out of the profits of the current 
period or out of a comparatively large surplus is considered 
decidedly derogatory to the credit standing of a concern. Sales 
and profits for the period under consideration are compared 
with those for corresponding periods in the time past, the 
purpose being, of course, to determine whether the concern 
is going forward or backward. Lastly, a favorable attitude 
on the part of a concern toward accumulating a surplus to 
provide additional working capital is considered an indication 
of favorable conditions for granting credit. 

General Impressions of Statement 

Certain general points and comparative figures taken from 
the applicant's balance sheet are extremely important in 
determining the line of credit the bank is willing to extend. 
The manner in which a statement is made gives an insight 
into the business methods and practices of the proprietor. The 
credit man considers that a statement which is complete and 
clear in every detail— one which brings the unfavorable points 
into equal prominence with the favorable ones — is worth more 
from a credit standpoint than a garbled or ambiguous one 
which shows on its face a better financial condition. The credit 
man also considers the degree of co-operation which the cus- 
tomer shows in furnishing a statement of his affairs promptly 
and in assisting in the analysis of doubtful points, if necessary. 
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The time of making a statement is important, too. State- 
ments are often drawn up at the time of lowest indebtedness 
of the firm and at times when large cash accumulations are 
on hand, which are soon to be disposed of for salaries, 
dividends, etc., and the credit man takes such facts into con- 
sideration in analyzing credit data. 

Financial Position Expressed in Ratios 

Certain ratios are also very important. The annual sales 
as compared with the terms of sale indicate how profitably 
the capital of the applicant is being employed. The ratio of 
quick assets to current liabilities is always made much of by 
the credit man of the bank. Bankers usually like to lend upon 
a ratio which shows 2 to i, or better. However, in many 
lines of business as small a ratio as ij^ to i, or even less, 
has been found to be satisfactory. No hard-and-fast rules 
can be laid down regarding this ratio. The facts of the case 
are always to be interpreted according to the nature of the 
applicant's business. 

The ratio of cash to bills and accounts payable indicates 
the adequacy of the applicant's balance maintained in the bank. 
The annual rate of turnover also becomes an important figure 
to the bank credit man. These rates of turnover vary ma- 
terially from business to business, but from long experience 
with many concerns in different lines of business the banker 
comes to know the proper rate of turnover for each line and 
he is thereby enabled to judge whether the applicant's rate 
is normal or not 

Financial Statements of Banks 

The foregoing applies more properly to individuals, firms, 
and corporations not engaged in the banking business. In 
analyzing the statement of a bank the ratio which capital and 
surplus bear to deposits, the aggregate size of its capital, sur- 
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plus, and deposits, and the ratio of this aggregate to the bank's 
loans and investments, are important elements to be considered 
in connection with the bank's claim for a line of credit. The 
cash on hand and the amount of outstanding bills payable are 
also very carefully considered. The relation between these 
items varies from bank to bank in different sections of the 
country, and the credit man interprets them in the lig^t of 
the peculiar conditions prevailing in the locality. 

Line of Credit 

A favorable decision to grant credit to an applicant is 
expressed in a line of credit or a loan agreement. A line 
of credit may be defined as an agreement on the part of the 
bank to carry loans up to a certain maximum at any given 
time for the beneficiary. In other words, borrowers com- 
monly provide in advance for the banking accommodations 
which they need for a season and the line of credit represents 
the bank's agreement to furnish such accommodation or a 
portion of it. The line of credit is subject to revision on the 
receipt of each annual statement and at any time during the 
interval, in the event that the credit standing of the beneficiary 
imdergoes an important change. 

Agreements Under a Line of Credit 

The bank makes certain stipulations when granting a line 
of credit. The line generally carries with it agreements as 
to indorsers and collateral. It is also understood between the 
customer and the bank that average balances approximating 
20 per cent of his line of credit will be maintained. This 
does not mean, however, that the borrower does not have the 
use of the full amount of his deposit balance should need 
arise, for the bank does not object to letting his balance fall 
below 20 per cent. It asks only that he restore his balance 
when he is in possession of funds to a point sufficiently high 
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to maintain an average for the period of the life of the credit 
line equal to 20 per cent. If a customer prefers, the bank 
lends him five times the amount of the average balance which 
he has maintained for the 6 months prior to the time of 
granting the loan within the limits, of course, of the maximum 
line of credit granted. Stipulation is also made that the 
borrower be entirely out of debt to the bank for a reasonable 
period of time during the year, inasmuch as the bank considers 
that this provision insures the liquidity of its assets and 
indicates that the funds are being put to proper use. 

Application for Loan — Offering Ticket 

When the borrower submits his application for a loan to 
be made under the line of credit the bank examines the applica- 
tion, or offering, as it is called, in about the same way that 
it examines the original application for the line of credit. The 
officer who receives the application submits it to the credit 
department which prepares an offering ticket to be sent to the 
domestic discount department, the loan department, and the 
foreign departments of the bank. In these departments in- 
formation of the same sort as that indicated upon the ticket 
which was circulated in connection with the application for 
a line of credit is entered; in fact the same form is used in 
both cases. After this offering ticket has been returned the 
credit department returns the application to the officers who 
have charge of the applicant's territory. After having ap- 
proved the application these officers submit it to the officers' 
meeting for review and send the transaction to the operating 
departments for action. 

By way of summary it may be said that the work of the 
credit department and of the groups of officers results in the 
authorization of the loan. This function is performed in 
three phases: the investigation, the fixing of a line of credit, 
and the approval of the offering. The approved transaction 
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then becomes the raw material for the work of such operating 
departments as the domestic discount, the foreign discount, the 
loan, and the commercial credit departments which are to be 
described in the chapters just following. 
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CHAPTER X 

DOMESTIC DISCOUNTS 

General Statement of Discount Operations 

A most common form of loan in the domestic banking 
practices of the United States is the discount. This consists 
of an advance made by a bank against an instrument maturing 
some time in the future, the bank's charge for this service being 
deducted at the time the advance is made. The discount differs 
from what is termed technically a loan in that on the discount 
the bank's charge is collected in advance while on the loan 
it is collected at intervals after the advance is made and at 
maturity. For example, if a customer of the bank borrows 
$100,000 on his note running for 3 months on a discount basis 
at a rate of 6 per cent the bank advances him $100,000 less 
its charge of $1,500, or $98,500. At maturity the borrower 
pays the face of the note, or $100,000. If the same note is 
handled on a loan basis the bank advances $100,000 at the 
time of making the loan and it receives $101,500 at maturity. 
The domestic discount is also generally unsecured, that is, 
it is made on the credit rating of the borrower re-enforced 
in some cases by indorsements. The loan, on the other hand, 
is generally secured by some form of collateral — stocks, bonds, 
warehouse receipts, bills of lading, etc.* 

To understand the significance of unsecured discounts in 
the domestic financial practices of the United States it is neces- 
sary to examine briefly the methods of financing which give 



> From a strict departmental standpoint these distinctions do not always hold good. 
On some items bandied by the domestic discount department the bank's charges are 
not collected in advance while on some handled by the loan department the charges 
are collected in advance. Also some transactions handled by the domestic discount 
department are secured by collateral, notably receivables. 
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rise to them. In a work of this sort only general types of 
financial operations can be indicated, for practices differ widely 
from trade to trade and, to a certain extent, from concern 
to concern in a given trade. 

Open Book Account 

The most common practice is for the seller of merchandise, 
of raw material, etc., to sell his goods on account, the terms 
varying from, say, 10 to 90 days. The purchaser is generally 
given the privilege of paying cash within 10 days for which 
he is allowed a discount termed a "cash discount" ranging 
from 34 per cent to 5 or 6 per cent, or even more. This open 
book account transaction gives rise to two types of borrowing. 
The first type of borrowing arises from the fact that many 
buyers do not take advantage of the cash discount terms 
offered by sellers and they accordingly have to be carried by 
the sellers until such time as their obligations mature and are 
paid. Sellers usually finance a transaction of this sort by 
borrowing at their banks, most frequently upon their imsecured 
notes, in an amount sufficient to carry their open book accounts 
for the season. The second type of borrowing arising from 
the open book account transaction comes from the desire of 
buyers of merchandise to take advantage of cash discount. 
In order to be able to do this these buyers, too, generally bor- 
row of their banks upon their unsecured notes. 

Financing of Receivables 

In some trades it is customary for the buyer to give 
promissory notes in settlement of his purchases. These are 
time obligations and have to be carried to maturity just as 
do open book accounts. The seller in this case usually finances 
the transaction by borrowing from his bank upon his unsecured 
promissory note an amount sufficient to enable him to carry 
these notes, termed "receivables," until maturity. Occasionally 
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the seller discounts the receivables themselves at his bank in 
order to raise funds to finance his operations. 

Trade Acceptances 

Another method of financing commercial transactions con- 
sists in the use of the trade acceptance. The purchaser of a 
bill of goods is required to accept a time draft for the 
amount involved. This instrument, termed a **trade accept- 
ance," has the same status as the promissory note or the receiv- 
able. The owner of such paper carries it in one of the ways 
mentioned in connection with financing receivables: He dis- 
counts it at his bank, or he borrows upon his note an amount 
sufficient to enable him to carry it in his portfolio to maturity. 

Borrowing in Open Market 

In describing the methods of financing just mentioned it 
was presumed that the borrower goes directly to his bank 
for his needs. Occasionally, however, concerns finance their 
transactions by selling through note brokers large blocks of 
notes in round denominations made by themselves or by cer- 
tain of their large customers. Note brokers act as middlemen, 
purchasing the notes of large borrowers and selling them at 
the best rate obtainable to banks or other financial institutions 
with surplus funds to invest. This form of financing is termed 
"borrowing in the open market." 

Single- and Two-Name Paper 

The notes and acceptances arising from the foregoing credit 
practices fall into two classes: the single-name, and the two- 
name paper. Single-name paper is that for which one party 
only is liable for payment, while two-name paper is an instru- 
ment carrying the obligation of a drawer in addition to that 
of an acceptor, or of an indorser in addition to that of a 
maker. Thus the trade acceptance is always two-name paper, 
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as is also the receivable when discounted at a bank. The 
borrower's unsecured note is, on the other hand, single-name 
paper. 

Safety of Unsecured Commercial Loan 

As has been indicated, much of the paper discounted by 
banks consists of what is known technically as "unsecured" 
paper. It must not be thought, however, that there is no 
security behind loans made in this way. Broadly speaking, 
the security of such paper as a class rests upon the purchasing 
power of the community at large. As surely as the consuming 
population will be able to pay for that which it purchases, 
so surely will borrowers be able to liquidate the loans which 
they negotiate to finance such transactions. The security of 
the individual loan within the class is, of course, the credit 
standing of the borrower. Many concerns are known to fail 
even when they have no difficulty in disposing of their products 
— in fact, many become overextended at such times ; hence the 
importance of carefully analyzing the credit standing of each 
individual borrower. 

Domestic Discounts 

The department within the bank which is responsible for 
putting into effect the instructions of the officers with reference 
to the negotiation of instruments payable in the United States 
is known as the domestic discount department. Under the 
arrangement which is in effect the officers fix the lines of 
credit which make up the general limit for the operations of 
the loaning departments and in the case of domestic discounts 
they pass upon each individual transaction. The domestic dis- 
count department therefore, as well as other departments 
through which credit is extended, becomes solely an operating 
department. Accordingly the function of the domestic dis- 
count department is to care for all notes and acceptances dis- 
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counted and commercial paper purchased by the bank for its 
own account. On instructions from the executive management 
this department also prepares commercial paper for rediscount 
with the federal reserve bank. 

Domestic Discount Department 

Specifically, the operation of handling a domestic discount 
may be divided into six component parts, as follows : 

1. Entering items, which consists in calculating the pro- 

ceeds and making settlement with the borrower. 

2. Caring for the item and the collateral, if any. 

3. Collecting matiu-ing items. 

4. Accounting for the income from discounts. 

5. Attending to rediscounts and pledges of commercial 

paper. 

6. Keeping records and preparing statistics and reports 

for the directors. 

Items offered for discount and commercial paper purchased 
in the open market for the bank's own accoimt are approved 
by the officers having charge of the territory of the 
borrower who indicate their approval on an offering slip 
as was stated in the preceding chapter. This slip contains, 
in addition to approval of the offering, full instructions as 
to amount, maturity, rate, and the other terms under which 
the loan is to be made. The offering slip therefore accom- 
panies the item for guidance in entering the discount. After 
it has served this purpose it is sent to the credit department 
to be filed in the borrower's credit folder. 

Discount Blotter 

Discounts are first entered in a blotter. The purpose of 
this book is to give merely a preliminary record ; it constitutes 
a book of ready reference to all items which may not have 
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reached the stage of the work when they are entered on other 
records. This record is useful in checking up the progress 
of the work, in gathering information regarding unentered 
credits to accounts which appear overdrawn, etc. The offer- 
ings are entered consecutively as they are received and such 
information as the time to rxm^ date, amount, and rate is shown 
on the pages of this book. 

After entry in the blotter the notes are timed. The timing 
procedure has the same significance as in the work of the 
note teller; that is, it signifies finding the due date and in- 
dicating it on the face of the items. 

Calculating Discount 

The discoimt is computed by hand, that is, without the 
use of interest tables. For the term of discount the actual 
niunber of days which the item has to nm before maturity 
are taken. The rate is that indicated by the officers on the 
offering slip. The base of the calculation is the amount due 
upon the note or acceptance at maturity. The characteristic 
item of the discoimt operation is the non-interest-bearing note ; 
hence the amount upon which the discount is calculated is 
generally the face of the note. Otherwise it would be the 
face of the note plus interest due at maturity. While banks 
count the actual number of days to run in arriving at the term 
of discount, they consider the basic interest year as consisting 
of 360 days. Thus if on March i, 1920, a note for $5,000 
dated as of the discount date, due in 90 days without interest, 
were offered for discount at 5j4 per cent, the calculation would 
be as follows: 

Discount=r! ir.=$68.7S 

360 

Proceeds=$S,ooo— $68.75=$4,93i-2S 

and this amount would be paid the customer. 
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Exchange Charges and Bill Stamps 

In addition to the discount, the exchange charges which 
must be assessed upon those relatively few notes which are 
payable out of town, according to the requirements of the 
New York Clearing House Association, are deducted in arriv- 
ing at the proceeds available for the customer's use. In the 
case of most notes, even if they are made by out-of-town 
makers, the bank has the maker give it authority to charge 
the item to his account upon the date of maturity. Such 
notes are accordingly payable in New York City, a discre- 
tionary point under the niles of the clearing house, and the 
bank is enabled to save the customer the exchange charge. 
In case the borrower has not already attached the necessary 
amount of bill stamps to the item offered for discount, the 
bank attends to this work, charging him for the amount of 
stamps furnished. 

To make sure that the items have been accurately timed 
and that exchange charges, bill stamps, and especially discotmt 
computations, are correct, the clerk who makes these com- 
putations passes his work to a second clerk who goes over 
the items again. Before the discount is accepted in every 
particular a representative from the signature control depart- 
ment also examines it for genuineness of signature; in prac- 
tice, however, he makes his examination on the day following 
the discount of the items. 

Discount Tickets 

After the items have been timed and the proceeds calcu- 
lated, tickets covering the details of each transaction are pre- 
pared. These tickets (Form 50), which are made in triplicate, 
contain the following information: name of customer, rate, 
date, due date, amount, discount, stamp charges, exchange 
charges, and proceeds. The original copy of this ticket, which 
is mailed to the customer at this time, serves as a statement 
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of the transaction and also as a reminder that he must have 
the necessary funds at the proper place of payment when tfie 
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Form 50. (a) Discount Ticket (original). (Size 7 Ji x 4.) 
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Form 50. (b) Discount Ticket (duplicate) 



IHB NATIONAL CnT BANK OF NEW YORK 

9TATBIMNT OP DWCOUNT 



dPhlT ^^V^ Uuufaotaring Co., 
^*™** Um Tork City. 



NSW voMR MuTOh 83, 1981. 



M^y 7 



10,000.00 



76.66 



3.00 



9,931.84 



Fonn 50. (c) Discount Ticket (triplicate) 

note or bill falls due. The second copy of the ticket is for 
use in making the proper book entries. This copy is attached 
to the discoimted item itself which it accompanies through the 
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work; afterwards it is filed as a record of the transaction. 
The borrower receives the proceeds of his discount either in 
the form of a cashier's check or, more frequently, a credit 
to his deposit accoimt ; hence the triplicate serves the function 
of a credit ticket for the purpose of crediting the proceeds to 
the account of the borrower or to the Cashier's Check account, 
as the case may require. 

Offering Book 

Each transaction is entered in the offering book. This 
book is a most important record. In the first place it serves 
the function of a day book, showing the complete details of 
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the transaction. In the second place it serves as a journal, 
accounting for the changes in the financial position of the bank 
occasioned by the first phase of the discount transaction, viz., 
the acquirement of the item from the customer and the pay- 
ment of the proceeds to him. 

In its use as a day book, the offering book contains such 
information concerning each discount as: name of customer 
or, in the case of purchased paper, the name of the note broker 
from whom the purchase was made, the maker or acceptor, 
the drawers or indorsers, where payable, the rate of discount, 
its time, date of maturity, and the amount earned for one day ; 
in serving as a journal the book has columns for entering 
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the debits and credits arising from the transactions. To record 
the charge to the proper asset account the face of the item 
discounted is entered in a column under the proper heading: 
Bills Discounted — Domestic, Bills Purchased, Acceptances of 
This Bank — Domestic, Acceptances of This Bank — Foreign, 
or Various Acceptances. As a matter of convenience the book 
is composed of three volumes: one for bills discounted (Form 
51), one for commercial paper purchased, and one for accept- 
ances. In this way the bills discounted and commercial paper 
purchased are charged by the use of one column in each of 
the proper volumes and the acceptances require only three 
columns in the last-named book. 

Other columns in the offering book record the amounts 
of discount credited to the Discount Collected But Not Earned 
account, and the amounts credited to the Exchange account 
for exchange charges deducted. A column headed "Prepaid 
Expense — Revenue Stamps" contains credits to this account 
for the amounts of bill stamps used. Finally, two columns 
contain the credits arising in the two methods of settlement 
with the seller for the proceeds— credits to the Cashier's Check 
account and to the customers' deposit accounts. The footings 
of the respective columns indicate the changes in the accounts 
of the bank, and by entering these footings on the daily proof 
the necessity of preparing tickets covering each transaction 
is avoided. The sheets of the offering book are also sent 
to the weekly meetings of the directors of the bank, whose 
duty it is to establish the general policy of the bank in regard 
to making loans. After they have been approved by the 
directors, these sheets are returned and filed in a permanent 
binder. 

Discount Tickler 

In order to bring maturities to attention on the proper 
date the notes and acceptances are recorded in a tickler which 
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also has an additional function in that it serves as a journal 
for recording credits arising from the maturity and collection 
of discoimts. 

There are two sections to the tickler: one for acceptances, 
and one for bills discounted and commercial paper purchased. 
Entries in the acceptance tickler convey the following informa- 
tion: the customer's name; name of the acceptor; place of 
pajmient; rate; earnings for one day; amount of acceptance, 
classified as Acceptances of This Bank — Domestic, Accept- 
ances of This Bank — Foreign, Acceptances of Other Banks, 
Various Acceptances ; and remarks. The tickler for bills dis- 
counted and commercial paper purchased contains for eacfc 
item the name of the customer; name of the maker; place 
of payment ; rate ; earnings for one day ; amount of the item, 
entered in separate columns according to whether it represents 
the borrowing of an individual accotmt, a bank accotmt, or 
purchased paper; and remarks. Items are entered in the dis- 
count ticklers according to maturity dates, just as are the notes 
of the note teller's department in the tickler of that depart- 
ment. Accordingly, when each business day arrives the cor- 
responding page in the discount tickler shows the total amount 
maturing upon that day together with the journal entries 
necessary to take care of the maturities. The footings of the 
columns represent credits to the general accotmts of the bank 
for the day's maturities. 

Discount Files 

After entry in the various books of record the notes are 
placed in files which again are similar in purpose to the note 
boxes used by the note teller's department. The paper is filed 
in more detail, however, than is the case in the note teller's 
department for the reason that it may become necessary at 
any time to prepare certain classes and kinds of paper for 
rediscoimt with the local federal reserve bank, or for other 
purposes. The notes are, therefore, filed by grand sections 
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consisting of country items and of city items. The latter sec- 
tion is subdivided into: (i) discounts and purchased paper, 
(2) acceptances of this bank, (3) acceptances of other banks, 
and (4) various acceptances. These subdivisions of the files 
enable the clerks of the department to locate readily any class 
of items desired. After the filing is complete the files are 
checked against the tickler, which in turn has been prepared 
from the offering book. This checking, therefore, insures 
the accuracy of the tickler, of the offering book, and of the 
filing of the notes at one and the same time. 

Collection of Discounts and Purchased Paper 

The process of filing the notes completes the first phase of 
the work. The second and final phase consists of collecting 
matured items. Those payable in the city are collected by 
messenger. Country items are sent to the country collection 
department 10 days before maturity. This department effects 
collection in the usual way. The results of each day's collec- 
tions are reported to the domestic discount department and 
incorporated in the latter's daily proof. Items made payable 
at clearing house banks are first presented to these banks for 
acceptance and then cleared the next day. Items payable at 
the bank itself and the bank's own acceptances are sent to 
the note teller who sends them to the check desk. Notes pay- 
able at the bank are charged to the accounts of the makers and 
returned to them a^ong the canceled vouchers. The bank's 
own acceptances are then forwarded either to the export or 
the import commercial credit department, depending upon the 
nature of the acceptances, where the proper bookkeeping 
entries are prepared. The receipts of the domestic discoimt 
department— checks, currency, certified notes, etc. — are 
charged and sent to the note teller to be handled in his racks. 

Since discounted items have become the property of the 
bank it is not necessary to credit depositors' accounts for col- 
lections as is done in the work of the note teller. The credits 
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arising from discounts which have been collected involve 
rather the asset accounts, Bills Discounted — Domestic, Bills 
Purchased, Acceptances of This Bank — Domestic, Acceptances 
of This Bank — Foreign, Acceptances of Other Banks, and 
Various Acceptances. These accounts being few in number, 
the credits are made in totals from the columns of the tickler, 
thereby obviating the necessity of making separate credit 
tickets for the proceeds of each collection. 

Unpaid Items 

At the time of making a discoimt the bank takes every 
precaution to insure prompt payment at maturity ; hence there 
is seldom any difficulty in effecting collection. The bank's 
own particular fofm of note which it requires borrowers to 
use in connection with their borrowings gives it certain 
privileges, among which is the right to charge the amounts 
of maturing discounts to customers' accounts. In a few cases, 
however, the accounts of customers may not show a balance 
for the time being sufficient to cover the amount of the note ; 
or funds in the hands of other paying banks may not be 
adequate. In these cases the notes are carried until the officers 
of the bank can get into communication with the makers and 
arrange for the items to be met. If any of the unpaid items 
are acceptances or notes bearing indorsement they are pro- 
tested for non-payment just as are collection items in the work 
of the note teller's department. 

Collection of Rediscounts 

A word should be said at this point concerning the efforts 
which the bank makes to comply with the wishes of other 
banks in collecting paper which they rediscoimt with it. In 
a transaction of this sort the borrower signs an agreement 
permitting the bank to collect rediscounted items by charging 
them to his account and to reimburse itself for the original 
advance by presenting the rediscounts direct to the makers. 
The borrowing bank, however, in many cases does not wish 
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it to become generally known among its customers that items 
have been rediscounted. Such a bank accordingly indorses 
notes of this kind in pencil and requests the lending bank not 
to place its indorsement upon them. In making collection the 
bank affixes its indorsement stamp to a ticket attached to the 
item rather than to the item itself, and it sends the item to 
the borrowing bank for collection. 

E^nings of Discount Department 

The earnings realized from the discounts are yet to be 
accounted for. The discount deducted at the time of dis- 
counting a note payable in 30 days, for example, is earned 
by the bank only after the so-day period of discount has 
expired. As each day is completed, however, the bank earns 
one-thirtieth of the charge which it has already collected. Dis- 
counts collected from borrowers may therefore be considered 
as anticipated earnings which become actual earnings as the 
periods of time upon which they are based expire. 

To care for these anticipated earnings an account termed 
"Discount Collected But Not Earned" is credited for the 
amount of discoimt deducted on each discount. At the end 
of the fiscal month the amotmt actually earned is transferred 
from the Discount Collected But Not Earned account to the 
Discount account by means of bookkeeping tickets. When 
adjusted, the Discount Collected But Not Earned account is 
a liability account of the bank showing the aggregate amoimt 
of prepaid interest which the bank has yet to earn. 

In arriving at the monthly earnings figure, computations 
of the amount earned each day are made. In the tickler and 
in the offering book the earnings for one day upon each item 
are indicated. Given the earnings figure for the preceding 
day, the earnings figure on discounts for any given day is 
obtained by adding to the given figure the total earnings 
for one day upon the new amounts discounted as shown by 
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the earnings column of the offering book, and subtracting one 
day's earnings upon the discounts which have fallen due 
according to the earnings column of the tickler for the given 
day. Due allowance is, of course, made for any discount 
adjustments made with customers during the day. 

The amount of daily earnings is posted to a daily earned 
discount ledger kept in the department. This book contains 
three columns— one for debits, one for credits, and one for 
balances. One line is devoted to the earnings of each day, 
and one page to the earnings of each month. At the end of 
the fiscal month the total of the balance column shows the 
total earnings for that month. This amount is transferred 
to the accounts of the bank by sending to the general book- 
keeper tickets debiting Discount Collected But Not Earned 
and crediting Discount account. 

Discounts Secured by Receivables 

While as a general rule the domestic discount department 
does not handle loans secured by collateral of any sort, excep- 
tion is made in the case of the borrowings of correspondent 
banks secured by receivables, because the collateral is the type 
of instrument which the domestic discount department is 
equipped to handle. The note, representing the obligation 
of the borrower, is handled in the regular way for discounts. 
The collateral, however, requires special attention. Mainly 
this is due to the fact that borrowers may wish to withdraw 
certain items contained in the collateral, substituting others 
therefor. Again, collateral notes often mature at an earlier 
date than the loan to the support of which they contribute. 

Receivables of each bank are accordingly kept in a separate 
envelope where they can be readily located. These envelopes 
are ruled to show the amoimt and maturity of the loans, the 
amount of collateral received and returned, the dates, and the 
balance of collateral on hand. In the envelopes, receivables 
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are arranged in the order of their due dates, the earliest 
maturities on top. Tickler cards are used to indicate maturities 
of collateral. 

Some time before collateral notes fall due tiie bank notifies 
borrowers of the fact. The object in doing this is to give 
the borrowing institution every opportunity to obtain its ma- 
turing receivables in time for it to present them to the owners 
for pajmient on the due dates. The bank cannot, however, 
release such collateral without receiving other security in its 
place; hence if the borrowing bank does not send acceptable 
substitute collateral promptly, the loaning bank protects itself 
by sending the maturing receivables to the borrowers to be 
collected for its account pending the substitution of other suit- 
able items therefor. When the loan is finally paid, whatever 
collateral remains in the bank's possession is checked off the 
tickler cards and returned to the owner. 

Rediscounts with Federal Reserve Bank 

Under the provisions of the Federal Reserve Act certain 
of the notes and acceptances held in portfolio by a member 
bank may be rediscounted with the federal reserve bank. The 
result of this legislation is to give to commercial paper all 
the qualities of an ideal secondary reserve. Member banks 
therefore quite freely rediscoimt their discounts with the 
federal reserve bank for the purpose of increasing their 
reserves or loaning capacity. 

A member bank may borrow at the tederal reserve bank 
either by rediscounting or by negotiating a loan secured by 
bonds or commercial paper. Paper which the federal reserve 
bank will accept for rediscoimt or as collateral security for 
a loan is termed "eligible" paper. What constitutes eligible 
paper is clearly defined by the Federal Reserve Act ; the broader 
limits are set up in the act itself, while the narrower ones 
are left to be fixed by the Federal Reserve Board, 
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To be eligible for rediscount, an instrument must be a 
note, draft, or bill of exchange growing out of an actual 
commercial transaction. In order to conform to this require- 
ment the instrument must have been issued or drawn for 
agricultural, industrial, or commercial purposes, or the 
proceeds therefrom must have been or are to be used for such 
purposes. The act specifically excludes instruments drawn 
for the purpose of carrying on trading in stocks, bonds, or 
other investment securities, except bonds and notes of the 
United States government or bonds of the War Finance 
Corporation. 

The Federal Reserve Act further sets up a maturity limit 
for eligible paper. This limit is 90 days,^ excepting for paper 
arising from agricultural and live stock transactions, which 
paper may have a maturity not exceeding 6 months. 

Decisions to borrow from the federal reserve bank are 
made by the management of the borrowing bank, but the dis- 
count department is called upon to choose and prepare what- 
ever commercial paper is to be used for securing the loan. 
Mention has already been made of the fact that the discounts 
are filed by classes to facilitate selecting eligible kinds. In 
addition to selecting the paper the discount department pre- 
pares an application for the loan according to the standard 
form prescribed by the federal reserve bank. This application 
contains a formal description of the accommodation asked 
for and of the paper offered for rediscount or as collateral. 

Accounting for Rediscounts 

The book entry to record rediscount consists of a debit to 
the Prepaid Discotmt or Rediscounts account for the discount 
charge deducted by the federal reserve bank, a charge to 
Lawful Reserve with the Federal Reserve Bank of New York 



*In the wording of the Act (Section 13, Paragraph 4) member banker's accept- 
ances may have a maturity of 3 months. 
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for the proceeds, and a credit to Bills Rediscounted with the 
Federal Reserve Bank of New York for the face amount 
of the assets rediscounted. This last-named account represents 
the contingent liability of the borrowing bank as an indorser 
of the items rediscounted. At maturity and collection of the 
items rediscoimted the contingent liability ceases. Entry is 
accordingly made debiting . the account Bills Rediscounted 
with the Federal Reserve Bank of New York for the 
amount maturing. At the same time the asset account to 
which the maturing item was originally charged is credited, 
just as would be the case had the item remained in the posses- 
sion of the bank and been collected. 

Pledges to Secure Public Deposits 

Whenever a bank receives government funds on deposit 
it is required by law to furnish certain collateral , as security. 
One form of security used for this purpose consists of notes 
and acceptances from the portfolio of the bank. Paper to 
be used for this purpose is pledged with the federal reserve 
bank, which acts as a trustee for safeguarding the interests 
both of the depositor and the depositary bank. Upon sending 
paper to the federal reserve bank for this purpose the face 
amount pledged is transferred from the Bills Discounted 
account to an account termed "Bills Discounted to secure 
United States Deposits." 

Departmental Proof 

At the close of the day a daily proof of entries which 
have arisen from the operations of the department is prepared. 
Mention has already been*made of the fact that the debits 
and credits are handled in most cases by making entries for 
aggregates rather than by putting tickets through charging 
and crediting the proper account for each individual transac- 
tion. The most important journal entries for the day's opera- 
tions follow : 
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1. Debits to the general ledger accounts, Bills Discounted 
Domestic, Bills Purchased, Acceptances of This Bank — Foreign, 
Acceptances of This Bank — Domestic, Acceptances of Other 
Banks, and Various Acceptances, are made for all discounts 
and purchases of these respective items. Figures for these 
charges are obtained from the totals of the corresponding 
columns in the offering book. 

Credits are made to the above accoimts for the totals 
of each class which have been collected. The figures for these 
credits are taken from the day's totals of the columns in the 
ticklers, after allowance has been made for impaid items and 
for those which have been paid only in part. 

2. The Discount Collected But Not Earned accoimt is 
credited for discount deducted according to the unearned dis- 
count column in the offering bocJc. 

3. Exchange account is credited for the total amount of 
exchange deducted according to the exchange column of the 
offering book. 

4. Cashier's Check accoimt is credited for the aggregate 
amount of cashier's checks issued, according to the cashier's 
check column of the offering book. 

5. Customers' accounts are credited for the proceeds of 
notes which they have discounted for credit, according to the 
columns of the offering book; and they are debited for com- 
mercial paper purchased for them. 

6. The note teller is debited for the certified notes, checks, 
and items payable at this bank which the discoimt department 
sends to him. 

To assemble these entries on the records, subsidiary proofs 
of the discounts made and of the collections are prepared. 
To facilitate this work a journal similar to the journal of the 
city collection department is operated. The subsidiary proofs 
are consolidated to form the daily proof of the department, 
as illustrated in Form 52. This proof is sent to the general 
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bookkeepers of the bank where the proper entries are made 
to the books of accoiint. 

Auxiliary Records 

Besides the records already mentioned certain other records 
of a more or less subsidiary and statistical nature are kept. For 
the use of the cashier there is prepared a daily report giving 
a resume of the discoimts made during the previous day. 
Records of each individual transaction are made under the 
following captions: name, amount, rate, maturity, and total 
amount which is under discoimt for the particular bor- 
rower. 

Another record kept for the guidance of the officers of 
the bank in connection with future discounts is the statement 
of periodic discounts, prepared daily. This record, which is 
divided into two sections— one for bills discoimted and one 
for purchased paper — shows the total amounts maturing for 
the day upon which the statement is issued, the following day, 
and for half-months for a period of three months, after which 
all maturities are totaled. This statement, showing as it does 
the exact amqunts maturing for some time in the future, is 
a valuable memorandum to the bank's officers and enables 
them to tell at a glance what funds will become available 
for use by the bank from maturing discounts, and when. 

Maturity books giving the names of the borrowers of the 
bank arranged in alphabetical order, with a total of the amotmts 
under discount and the maturity date, are kept for the use 
of the officers in granting accommodation. These books are 
posted every evening, at which time maturing obligations are 
canceled and new ones entered. 

A card file of each borrower is also maintained. This 
file shows the names of those who may negotiate loans and 
the names of those who are authorized to sign notes, etc., 
for each concern. It is used in passing upon notes offered for 
discount. 
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Customers' Liability Ledgers 

The most important auxiliary records are the customers' 
liability ledgers, illustrated in Form 53. These books do not 
enter into the regular accounting work of the bank; they 
are rather for the purpose of furnishing information as to 
the amounts borrowed and still outstanding against each bor- 
rower. These records are used mainly for the purpose of 
answering inquiries from the credit department and from the 
officers of the bank regarding the outstanding liability of a 
prospective borrower. Theoretically these books give 
information which prevents the bank from loaning more 
than its legal capacity of 10 per cent of its capital and surplus 
to any one customer. As a matter of fact, however, a large 
bank has capital and surplus sufficient to enable it to grant 
any reasonable line of credit without fear of overreaching the 
legal limits. 

The customers' liability ledgers are subdivided into two 
groups: one showing liability imder acceptances, and the other 
under all other classes of paper. Each group is divided into 
two subgroups containing bank and non-bank accounts respec- 
tively, and the records of each of these subgroups are kept 
in a convenient number of volumes according to an alphabetical 
classification. Sheets of one color are used for recording 
liability under purchased paper and another color for that 
under bills discounted. 

The customers' liability ledgers contain a page or section 
for each customer who borrows from the bank. The usual 
space reserved for the heading of the account contains — ^besides 
the name, the address, and the business engaged in by the 
customer — the names of those having authority to borrow 
for the account, those having authority to sign, guarantors, 
if any, maximum amount under discount during the current 
year, and customer's liability as an indorser. As each discount 
is made the bookkeepers enter in this book under the name of 
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the borrower the date of the transaction, rate, maker, indorser, 
and when due. The amount of the obHgation is then added 
to the balance already outstanding, if any, and the resultant 
new balance is extended in the balance column. As discounts 
are paid off, entries are made showing the date and the amount 
of payment; then the amount paid is deducted from the 
balance outstanding, and the new balance is extended in the 
balance column. Paid items are immediately ruled off in order 
that the observer may tell at a glance what specific items 
constitute the balance outstanding. From this book can be 
obtained such information as the amount now owing by a 
given borrower, maximum amount of indebtedness during a 
given period, number and length of times out of debt to the 
bank for a given period, discounts outstanding, together with 
their maturities, etc. 
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CHAPTER XI 

FOREIGN DISCOUNTS 

Nature of Transactions 

A foreign discount transaction consists of an advance of 
funds made by the bank to the owners of foreign bills of 
exchange— either clean or documentary — checks, etc., pa)rable 
in foreign countries, which are collectible some time in the 
future. This transaction resembles the foreign export collec- 
tion in that the instruments dealt with are exactly the same 
in nature. The difference between the foreign discoimt and 
the foreign collection lies in the method in which the items 
are handled. In making a discount the bank becomes the 
owner of the instrument, paying the customer the proceeds 
at the time he presents the item to the bank, while in making 
a collection it acts as the customer's agent, paying him only 
after it has received the proceeds from abroad. Thus the 
element of credit enters into the foreign discount transaction, 
and in this respect this transaction is also similar to the 
domestic discount. 

The foreign discount transaction takes one of two forms 
according as the item offered for discoimt is drawn in dollars 
or in foreign currency. If the offering is drawn in foreign 
currency, it is purchased by the bank at a flat rate and the 
transaction is spoken of as a "purchase" of foreign exchange.. 
If, however, the offering is drawn in the currency of the 
United States, it is discounted at a given rate and the transac- 
tion is called a "discount" • There is, however, no essential 
difference in principle between purchasing a bill drawn in 
foreign currency at a flat rate of exchange and in discounting 
a bill drawn in dollars. 

284 
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Foreign Discount Department 

The work of handling a foreign discount may be divided 
into two phases: (i) purchasing and remitting — which in- 
cludes entering and approving the item offered for discount, 
settlement with the owner, and transmission of the item abroad 
for collection; and (2) making adjustments as between 
drawers and drawees of drafts, and attending to settlements 
between the bank and its foreign correspondent. It should 
be remarked at this point that a large part of the term of 
discount for a foreign item is generally consumed in sending 
the item abroad for collection; hence the bank is not obliged 
to hold such an item in portfolio until maturity, as it is in 
the case of a domestic discount. It remits these items abroad 
for collection or for rediscount immediately upon receipt, and 
the foreign correspondent holds them for whatever time is 
required. 

The foreign discount department attends to the work of 
handling the foreign discounts of the bank. This department 
is so organized as to render intimate personal service to the 
bank's clients. Accordingly, the unit plan is in use. Each 
unit attends to all the business of those customers whose 
names fall within certain subdivisions of the alphabet. Under 
this plan the members of the department become intimately 
acquainted with the needs of the customers whom their 
particular unit serves, and they are therefore in a position 
to offer a higher degree of personal attention than would 
be the case under another type of organization. 

Customer's Letter of Instructions 

From the time the offering is submitted to the bank until 
the proceeds have been received and accounted for, a cus- 
tomer's letter of instructions (Form 54) serves to guide the 
department in the particular transaction. Customers who 
regularly transact business through the department generally 
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use a standard form letter furnished by the bank If this 
form is not presented with an offering the window clerk 
receiving the item prepares one. This letter shows: the name 
and address of the owner, name of drawer, name and address 
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of the drawee, list of documents, tenor of draft, amount of 
draft, instructions as to protest for non-payment or non-accept- 
ance, instructions as to commimicating by cable in case of 
dishonor, etc. In addition, certain information of a more 
or less general nature is included. It is highly desirable, for 
example, that the owner state whether he has an agent located 
in the foreign city competent to act for him in settling disputes 
which may arise in connection with the collection of the item. 

In offering a documentary time draft for discount it is also 
important that the customer instruct the bank as to whether 
documents are to be delivered to the cjrawee on payment or 
on acceptance of the draft. In the absence of specific instruc- 
tions in this matter banks are obliged to follow the varying 
customs prevailing in foreign countries. Among South 
American countries the ruling generally is that documents are 
deliverable upon acceptance of the bill. Among the countries 
of the Far East, on the other hand, docimients are deliverable 
against payment only, irrespective of the usance of the draft. 
Thus the importance of having the customer indicate the 
method which he wishes the bank to follow is apparent. 

The letter of instructions is attached to the offering 
through all stages of the work until the point is reached where 
the bookkeeping tickets and letter of transmittal are prepared 
and payment is made to the customer. As the offering passes 
through each stage any available information bearing upon 
how the offering i^ to be handled is added to the letter. When, 
therefore, the time arrives for preparing the tickets, the letter 
of transmittal, and for paying the customer, the letter gives 
complete directions for this work. Afterwards it is filed as 
an original record of the transaction. 

Window Blotter 

At the outset, entry regarding the offering is made in 
a window blotter. This shows the name of the customer offer- 
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ing the discount together with the amount of the offering. 
The purpose of this blotter is to show whether or not possible 
credits for the account of any particular concern are being 
held. Such information is of importance in answering in- 
quiries regarding overdrawn accounts. 

Credit Rating of Customer 

The most important consideration preliminary to accepting 
the offering for discount is the credit rating of the customer. 
Customers of the bank who expect to borrow through the 
foreign discount department receive from the officers of the 
bank lines of credit which apply exclusively to these discounts. 
Such lines are recorded in bills registers. When an offering 
has been received the bills register containing the account of 
the customer is consulted to ascertain if the unused portion 
of his line of credit is adequate to care for the accommodation 
asked for. If such is found to be the case the offering is 
accepted without consulting further with the officers in charge 
of approving applications for accommodation. 

Often, however, the line of credit arranged for by the 
borrower will be exhausted because of previous discounts still 
outstanding. Again, new or occasional customers for whom 
no lines of credit have been established may make application 
to have the bank discount foreign instruments. In either case 
an offering ticket is submitted to the officers in charge of 
the applicant's territory for approval in the same way as for 
the domestic discoimt. 

List Book 

In order to furnish information to the management regard- 
ing the transactions, each approved offering is entered alpha- 
betically in the list book. The information shown consists of: 
name of customer for whom discount was made, the coimtry 
of the payee, and the amount of the draft. At the end of the 
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day lists are prepared from this book and submitted to the 
officers. 

Number Register 

To aid in recovering items which may be mislaid and to 
assist in carrying on correspondence with foreign collecting^ 
agents, each discount item has a serial identification number. 
The proper number is assigned to each offering as soon as 
it is approved. This number is stamped upon each instriunent 
and document composing the offering — draft, shipping docu- 
ments, certificate of insurance, customer's letter, etc. The 
numbered offerings are entered consecutively in a bound index 
book, and on a line with a given number is listed the name 
of the seller and the amount of the item — in dollars or in 
foreign currency. 

Examination of Documents 

After an offering has been approved, the unit which 
regularly cares for the business of that particular customer 
takes charge of it. Within the unit the transaction first comes 
to the attention of the documentary clerks whose function it 
is to make a complete examination of the offering and to 
authorize payment only when everything is in proper order 
for effecting collection abroad. In theory, at least, the exam- 
ination of documents by the discount department needs to be 
more thorough than that to which similar documents are 
subjected by the foreign collection export department, because 
the discounted item becomes the property of the bank, and the 
accompanying documents, carrying as they do title to the 
shipment, give the bank additional security; while the docu- 
ments attached to the collection item, so far as the bank is 
concerned, carry with them no such significance. 

In the examination process the draft itself receives first 
consideration. The examiner sees that it is properly drawn 
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and properly signed, that the date, the filling, and the amount 
are in order, and that the latter two agree with the amount 
of the invoice. It must also be noted whether any charges 
which have been added to the invoice arhoimt of the shipment 
to make up the face of the draft are adequately explained and 
whether they are handled in a manner conforming to the 
usage which obtains in the country of the drawee. 

The merchandise invoice is next compared with the bill 
of lading with respect to the mark and description of the 
merchandise. The examiner sees that the two agree exactly 
on these points. He next examines closely the bill of lading 
itself. First of all he determines whether the full number 
of copies certified as having been drawn up by the steamship 
company are in his possession. This matter is of vital im- 
portance, since a missing dociunent which conveyed title to the 
goods would expose the bank to the possibility of loss should 
it fall into the hands of an unscrupulous person. The examiner 
must also see that all copies are properly made out, that they 
properly describe the merchandise, and, furthermore, that they 
are indorsed to the bank and that the signatures appearing 
on the indorsements are authentic. 

Insurance certificates furnish the bank protection in case 
the goods are damaged or lost in transit. They are accord- 
ingly subjected to a careful examination along with the other 
documents. The examiner sees that they are correctly executed, 
signed, and, if they are made out to the shipper's order, that 
they are indorsed to the bank. The adequacy of the insurance 
both as to kind and amount is important. As to the face 
of the policy, it is the custom to require lo per cent in excess 
of the invoiced value of the shipment. As to the kind of 
insurance, it is of paramount importance that the policy cover 
all risks for the entire journey from the shipper to the con- 
signee. 

Irregularity with respect to any of the considerations 
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enumerated above may delay or prevent payment abroad, 
carrying with it considerable expense and delay in effecting 
final settlement. Should any defect be discovered the bank 
communicates with the customer and has him make the neces- 
sary corrections before it proceeds further with the transaction. 

Methods of Negotiating Foreign Bills 

From the standpoint of the customer there are three 
methods which may be used in negotiating foreign bills : ( i ) 
the discount, (2) the purchase, (3) and the advance against 
collections. In making a straight discount or a purchase the 
bank pays the proceeds to the customer at the time the transac- 
tion is received, just as it does in the case of a domestic 
discount. A transaction handled as an advance against a col- 
lection is similar to a loan in the domestic division. Such a 
transaction may be handled in one of two ways: net, or subject 
to adjustment. If it is handled net, the bank advances the 
customer the face of the bill and collects the entire amount 
of it, plus all charges from the drawee at the other end, or 
from the customer upon receipt of funds and advice from 
abroad. The subject to adjustment transaction, on the other 
hand, is made upon a part-payment basis. In this case the 
bank advances a percentage of the face amount of the item to 
the customer. It is understood that after the transaction has 
been completed, that is, after the item has been collected from 
the foreign customer, the bank will settle with the customer by 
deducting its charges and remitting the balance, if any, due 
to him. 

Discount Rates 

The rate charged by the bank may be either a foreign 
exchange rate or it may be a discount rate, as has already 
been noted. Foreign currency bills are always purchased, while 
dollar items are handled on a discount basis. In case the 
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bill is purchased, the rate takes the form of an exchange rate 
which is fixed by the traders of the bank. This consists of a 
basic rate determined by the state of the market, to which 
are added the necessary expenses of the bank for interest, com- 
mission, and bill stamps. 

For example, let it be supposed a customer offers for dis- 

coimt a f 5,000, 90-day draft drawn on London and the traders 

quote a rate of $4.69. The calculation would be as follows: 

Face of Draft = £5,000 

Conversion Rate £1 = 4.69 



Proceeds for Customer = $23,450.00 

In case the bill is discounted, the rate is a discount rate. 
The discount rate is made up of four parts: 

1. Interest at the current rate for the time the bank 

expects to be out of fimds. 

2. The domestic bank's commission, that is, its usual 

charge of % per cent for collecting the item, which 
corresponds with the commission charge mentioned 
in connection with the collection of foreign items. 

3. The charge of the foreign correspondent for commis- 

sion, which is also the same as that mentioned in 
connection with the work of the foreign collection 
export department. 

4. The charge for bill stamps, which will be made under 

the revenue laws of the country of destination. 

These items are combined into a flat rate at which discount 
is deducted from the face of the item. 

Discount charges are usually borne by the owner, though 
sometimes by the drawee. There is no definite rule ; the entire 
proceeding depends upon the contract between the drawer and 
the drawee. When the contract provides that the drawee is 
to bear all interest and banking charges, the better practice 
is for the drawer to include such charges in his merchandise 
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invoice and to draw his draft for the full amount. The bank 
may then discount or purchase such an item on a straight basis. 
Yet the drawee bears the expense since the charges are included 
in the face of the draft. 

If the charges are not included in the invoice and in the 
face of the draft and the drawee is to bear the costs, the 
bank adds the charges to the face of the draft in red ink. 
It is not illegal to indicate upon the face of the draft that 
interest and collection charges are to be paid by the drawee; 
but were the drawee to offer in settlement merely the amount 
of the bill as drawn by the drawer, disregarding all notations 
in cover of interest and collection charges, in most countries 
the collecting bank would be obliged to accept the offer so 
made by the drawee. Indeed, the collecting bank would be 
powerless to protest upon the ground that the drawee refused 
to pay the additional charges, and the drawee could compel 
surrender of the draft and documents upon his offering the 
amount of the draft as drawn by the drawer. Should the 
exporter disregard this requirement of foreign law, the en- 
deavor to collect such additional charges may not only cause 
unpleasant relations between the collecting bank and the foreign 
customer of the exporter, but at times may necessitate con- 
siderable delay and cable expense. 

While in the majority of cases it is advisable that the 
drawer include in his merchandise invoice and corresponding 
draft the cost of interest and banking charges, custom dictates 
in the case of drafts drawn on far eastern countries, such as 
China, Japan, India, Straits Settlements, Philippine Islands, 
etc., as well as in the case of drafts drawn on Australia and 
the lesser British possessions, that such charges be not included 
in the draft but that the discounting bank be directed to collect 
them from the drawee^ over and above the face amount of 
the draft. In any case the procedure to be followed is beset 
by technicalities, and the bank encourages the exporter, in the 
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absence of explicit instructions from his customer abroad, to 
communicate with it before drawing up his invoice and draft. 

Tickets and Remittance Letters 

After the offering has been accepted and the proceeds cal- 
culated, the necessary tickets, advices, and remittance letters 
are prepared. To save time and effort, these various instru- 
ments are prepared at one operation. Six copies of a sheet 
consisting of a letter and an attached ticket stub are drawn 
up. The first copy constitutes a complete record of the transac- 
tion and is retained as an office copy. The letter sections of 
the second and third copies constitute original and duplicate 
remittance letters to be sent to the foreign collecting bank. 
The ticket section of the second copy serves as a charge ticket 
covering the acquirement of the asset by the bank. The ticket 
section of the third copy serves as a credit ticket covering the 
settlement made with the owner of the item. 

The letter section of the fourth copy contains material for 
making the proper entry in the bills registers, while the ticket 
section of this copy serves as a credit ticket covering the dis- 
count charges, or funds retained from transactions handled 
on a subject-to-adjustment basis. The letter section of the 
fifth copy of this sheet is sent to the credit department where 
it is used as a basis for soliciting new business. The ticket 
section of this copy constitutes an advice which is sent to the 
customer of the bank at the time of accepting the offering. 
Its purpose is to notify him that his offering has been accepted 
for discount and it states that his account has been credited ; 
or the ticket is accompanied by a cashier's check for the pro- 
ceeds, according to the customer's instructions. The sixth 
copy of this sheet is the auditors' copy. It is attached to the 
customer's letter of instructions and the two are used by the 
auditors in making their daily audit of the work of the depart- 
ment. 
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Accounts Charged for Item Received 

The debit covering the acquirement of the asset by the 
bank is made either to the Bills Discounted Foreign account, 
or to the Due from Foreign Banks account of the bank to 
which the item is to be remitted for collection. Foreign cur- 
rency items other than those drawn on the colonies of Euro- 
pean nations are charged directly to the accounts of the foreign 
banks which are to effect collection. All dollar items are 
debited at face value to the Bills Discounted Foreign account. 
To this account there are also charged temporarily all foreign 
currency items drawn on European colonies. The duplicates 
of these colonial drafts are sent to London, Paris, Amsterdam, 
etc., to be rediscounted and the proceeds deposited with the 
bank's correspondents located in these cities. After the redis- 
count has been effected and the bank has received information 
regarding the amount of proceeds placed to its credit in 
Europe, entries are made to withdraw the rediscount from the 
Bills Discounted account and to charge the proper amoimts 
to discount paid abroad and the proceeds to the account of 
the foreign bank. 

The offsets to the charges just mentioned consist of one 
credit covering the proceeds of the discount and another cover- 
ing the amount retained by the bank. The credit covering 
the proceeds is made to the customer's deposit account or to 
the Cashier's Check account according to his instructions. 
The credit for the amount retained is either to the Discount 
account or to the Funds Retained account. In case the dis- 
count has been handled on a straight basis, the bank will have 
retained only its discount charges ; hence credit for this amount 
is made to the Discount account. In case the bank has handled 
the discount on a subject-to-adjustment basis a larger propor- 
tion of the face value of the draft will have been retained. 
This amount is credited to an account termed "Funds Re- 
tained," pending final settlement. 
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Remittances Abroad 

In general the remittance of discounted items to foreign 
correspondents and branches for collection is the same as the 
remittance of items for collection through the foreign collec- 
tion export department; but since the bank is the owner of 
discounted items and may accordingly use the proceeds as it 
sees fit, there are some differences. The bank may convert 
the item from one currency to another before remitting it, 
and it may forward the item for collection and remittance, 
for collection and credit, for deposit, if a sight item, or for 
discount and credit 

In case the customer desires the bank to collect charges 
in whole or in part from the drawee, the following information 
is stamped on the remittance letter: 

Kindly collect this draft, plus our 

charge of together 

with interest at per cent 

from date of draft until approxi- 
mate arrival of proceeds in New 
York. Stamps and all your charges 
are to be collected from the drawee. 

Bills Drawn upon British Colonies 

Drafts drawn in foreign currency are transmitted to 
foreign correspondents to be credited to the foreign currency 
account of the American bank maintained with these foreign 
banks. Items drawn in pounds sterling upon drawees located 
in the British colonies are generally rediscounted in the Loii^n 
market. The original items are despatched to the British 
branch bank located in the colonial city of which the drawee 
is a resident. The remittance letter and the drafts themselves 
are stamped with the following information: , 

Pajrable with exchange and English Duplicate draft and documents have 

and Colonial Stamps at the current been forwarded to your London 

rate for negotiating bills in Lon- office for negotiation and payment 

don on the colonies. of proceeds to the (insert name) ia 

London. 
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The duplicate draft and documents are forwarded to the 
London office of the colonial bank to which the original has 
been despatched. These duplicates contain the following 
stamps : 

Pajrable with exchange and English Original draft and documents have 

and Colonial Stamps at the current been forwarded to your (city in 

rate for negotiating bills in Lon- colony) office. Please negotiate 

don on the colonies. this draft and pay proceeds to the 

(insert name) in London, plus your 

usual commission, for the credit of 

our account. 

In this manner the accoimt of the American bank with the 
London correspondents receives immediate credit for the face 
amount of the remittance because of the fact that the draft 
is made payable at the current rate for negotiating bills in 
London on the colonies, together with exchange and all stamp 
charges. The bank is therefore out of funds merely for the 
time required for the voyage to London, and the drawee meets 
all charges. 

Time Sterling Bills 

Time sterling drafts, whether clean or documentary, are 
sent to the London correspondent of the bank with instruc- 
tions that the same be discounted immediately in the London 
discount market and the net proceeds placed to the credit of 
the American bank, or that the item be held until maturity 
subject to further instructions. These further instructions 
are issued by the traders of the bank who are quite likely to 
have the item discounted at any time before maturity when 
the London discount rate becomes favorable. An item held 
pending instruction as to rediscount is said to be held in 
"Depot" account. 

Dollar Items 

Dollar items may be handled in one of two ways: ( i ) they 
may be converted immediately into foreign currency at the 
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prevailing rate, or (2) they may be forwarded for collection 
as dollar items with the request that dollars be remitted from 
abroad. 

The first method is used only for bills drawn on Australia 
and other British colonies of the Far East. Irrespective of 
their tenor the bank converts such drafts into sterling at the 
prevailing check rate on London. There is a market in Lon- 
don for bills drawn on the English colonies and especially 
for bills drawn on Australia, so that a bill of a given usance 
will be bought and sold at a current rate of exchange, which 
rate will take into consideration the length of time that the 
London bank will be without funds. In addition to this 
exchange the Australian drawee will be obliged to pay to the 
collecting bank the cost of English and colonial stamps together 
with such collection charges as the London bank may exact. 
There is no such market for Australian bills in New York. 

Furthermore, while every Australian bank necessarily car- 
ries a balance in London, very few Australian banks carry 
dollar balances in New York. It is obvious, therefore, that 
London exchange is more readily obtainable in Australia than 
New York exchange, and the premium or exchange to be paid 
for these two classes of money varies correspondingly. In 
other words, barring violent fluctuations, Australians in- 
variably prefer to settle their bills in sterling. The drawer 
of a bill in New York, on the other hand, is not particularly 
interested as to whether the Australian settles in dollars or in 
sterling. The discounting bank in New York will pay the 
drawer the face amount of his draft drawn in dollars and 
the drawer is entirely out of the transaction unless the bill 
is dishonored. 

Other European Colonial Bills 

Bills drawn in francs, guilders, and marks upon drawees 
located in colonial territories of France, Holland, arid Germany 
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are handled in a similar manner to the treatment given a 
British colonial item. The original drafts and documents are 
forwarded direct to the collecting banks in the colonies, while 
the duplicate drafts are rediscounted in Paris, Amsterdam, or 
Berlin. 

Other Dollar Drafts 

All dollar bills drawn on points other than the British 
colonies just enumerated are payable at the collecting bank's 
selling rate for sight drafts on New York. This simply means 
that the drawee is obliged to pay to the collecting bank the 
same number of pesos, francs, lire, or sterling, as he would 
be obliged to pay were he to purchase a dollar draft on New 
York for the exact amount of the dollar bill drawn against 
him. 

In countries where the American dollar does not pass as 
legal tender, obviously such a notation or instruction is un- 
necessary. A drawee has no choice about the matter. He 
must offer a sufficient amount of his own currency as 
determined by the rate of exchange applicable on the date of 
payment to purchase the necessary amount of dollars to retire 
the bill drawn against him. 

The situation is different, however, in countries where the 
United States dollar passes as legal tender. This refers in 
particular to Cuba, Porto Rico, Panama, and Santo Domingo. 
Unless a notation is made on the draft, or the instructions 
transmitted to the collecting bank provide that the dollar bill 
is payable at the collecting bank's selling rate for sight drafts 
on New York, the drawee may offer in settlement of the 
dollar draft drawn against him actual United States currency 
equivalent to the amount of the draft. Were the collecting 
bank to accept such settlement it would be obliged to transmit 
the dollars thus collected to New York, and immediately the 
matter of loss of interest would enter into the transaction. 
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The collecting bank is not satisfied to hold the dollars so 
received in its vaults and to instruct the New York bank to 
debit its dollar account carried with it, for the reason that the 
collecting bank is able at all times to sell its dollar balances 
carried with the New York bank at a premium. Therefore, 
for the protection of the collecting bank, such a notation is 
stamped on all dollar drafts payable in these countries. 

In the case of bills drawn on Canada it is also imperative 
that the draft makes it perfectly plain as to whether payment 
is to be made in United States dollars or in Canadian dollars. 
Payment in dollars is specified by indicating on the face of 
the draft that the same is payable at the collecting bank's 
selling rate for sight drafts on New York, as mentioned in 
the preceding discussion. 

The remittance letter for dollar drafts, unless converted, 
and the drafts themselves are always stamped "Payable by 
Demand Draft on New York," and the bank requires this 
demand draft to be an approved banker's check. This stamp 
gives the drawee the option of paying the obligation at the 
rate of exchange calculated by the correspondent; or in the 
event that he feels that the drawee is being overcharged, he 
may buy a demand draft on New York in the open market 
and tender such a draft in payment. 

Settlement Required from Collecting Agents 

In choosing its collecting agents the bank naturally favors 
those institutions which carry dollar accounts with it. At 
times it becomes necessary, however, for it to remit items 
for collection to institutions which have no accoimts with it. 
The general instructions accompanying all remittance letters 
provide for this contingency by giving the collecting bank 
option of making settlement on one of two plans. First, the 
collecting bank may collect the draft at such a rate that the 
New York bank may, upon receipt of the relative advices 



Digitized by 



Google 



FOREIGN DISCOUNTS 3^1 

of payment, debit the Dollar account of the foreign collecting 
bank for the full amount of the collectioa Second, in the 
event that the collecting bank does not carry an account with 
the New York bank it may remit in settlement an approved 
banker's check on New York for the required amount. 

Settlements Between Banks 

After items have been paid for and transmitted to the 
foreign bank for collection there still remains the work of 
making adjustments of dishonored items, of smoothing out 
differences between drawer and drawee, and of effecting settle- 
ment with the foreign correspondent. If the transaction is 
consummated without impediment, the foreign correspondent 
sends an advice of acceptance after the item has been accepted 
and an advice of payment after the item has been .paid. The 
foreign bank asks that its accoimt be debited for the net 
amount collected or it sends a remittance which it asks the 
bank to accept. The New York bank complies with this 
request and it debits its Discount account for the charges made 
abroad and credits the Bills Discounted Foreign account for 
the amount of the bill collected. The item is then stamped 
out of the bills discounted ledger. There are, however, in- 
numerable variations from the ideal transaction. In fact the 
majority of the transactions are exceptional in some way and 
a very large part of the personnel of the foreign discount 
department is devoted to handling correspondence arising from 
irregularities in or dishonor of items. 

Adjustments 

For guidance in smoothing out the difficulties which may 
arise in the collection of items abroad, recourse is had chiefly 
to the files and the "bills registers which have already been 
mentioned. Upon receiving notice that an item needs adjust- 
ment the correspondence clerk of the unit obtains from the 
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files all information regarding the transaction •and makes a 
careful investigation. Since the bank has taken the discount 
with recourse to the owner he is immediately communicated 
with in order to obtain his instructions regarding adjustment 
of the transaction. A resume of each transaction pending 
settlement is entered in a tickler which serves to call the item 
regularly to attention until settlement is effected. 

There are various types of adjustments which the bank 
is called upon to make. Considering first adjustments of the 
face of the item, the situation often arises wherein the foreign 
drawee refuses to pay the amount of the draft or to accept 
it, on the grounds that the shipment of goods is not satis- 
factory, that the merchandise is not as contracted for, etc. 
In a case of this sort the two banks act as a medium for 
adjusting disputes between the two parties and they often 
secure adjustment in the form of a rebate. Whenever the 
customer has a competent agent abroad adjustments are facili- 
tated by having the foreign collecting bank deal with the agent 
direct 

Upon advice from the foreign correspondent that the agent 
of the customer has allowed a rebate, or upon direct advice 
from the customer to that effect, the amount of the rebate 
is immediately taken out of the Bills Discounted "Foreign 
account and charged to a special account termed "Accounts 
Receivable — Foreign Discount." To this charge for rebate 
are added such expenses as cable fees and others incurred in 
effecting the adjustment. The customer settles such charges 
by sending a remittance which is credited to his account in 
the accounts receivable — foreign discount ledger, or by advis- 
ing the bank to debit his deposit accoimt 

Transactions Subject to Adjustment 

Transactions which the bank has taken subject to adjust- 
ment require special treatment after collection abroad is 
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effected. It will be recalled that the bank advances the cus- 
tomer only a part of the proceeds of his discount, and credits 
the balance to the Funds Retained account. When the bank 
receives advice from a correspondent that an item of this sort 
has been collected, it is in a position to calculate its charges 
accurately and to deliver the remainder of the funds retained 
to the owner. Entry covering such transaction is made by 
debiting the Funds Retained account for the total amount 
retained in connection with this particular discoimt, and credit- 
ing the Discoimt account for the amount of discount and the 
customer's deposit accotmt or the Cashier's Check accoimt for 
the amount returned to the customer. 

Adjustment of Dishonored Items 

In a few cases the particular controversy between the 
drawer and the drawee assures the bank that the item will 
not be taken care of as anticipated by it when the discount 
was first negotiated. When payment of an item of thiis sort 
has been delayed the transaction is in fact a rediscount and 
the matter of carrying the transaction further is referred to 
the management of the bank for approval. In this case the 
transaction receives the same consideration as it did at the 
time of the original offering. Often the management does 
not deem it good policy to await reimbursement upon an 
advanced maturity date. In other cases the item is dishonored 
outright. In either event the bank requests the drawer to send 
a check for the amount advanced to him less any unearned 
interest. At the customer's request the item is then entered 
on a collection basis if there is any hope that it will be 
ultimately collected. In case the drawer has been allowed 
unearned interest the amount of the allowance is charged to 
Discount account. Pending receipt of a check from the drawer 
in reimbursement of such an item, the asset charge is trans- 
ferred from Bills Discoimted — Foreign, to Accoimts Receiv- 
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able — Foreign Discount After the customer's reimbursement 
is received tickets are prepared which close the item out of this 
accotmt and the transaction is sent to the foreign collection 
export department, if the customer desires the bank to continue 
with it. After the proper entry has been made in the bills 
register and bills discounted books the foreign discotmt depart- 
ment is no longer concerned with the transaction. 

Notice of Collection for Customer 

Although the discount item is its own property, the bank 
nevertheless pursues the policy of sending notice to the owner 
of the item, both when the item is accepted abroad, if it is 
a time item, and when collection has been effected. The pur- 
pose of this notice is to enable the drawer to know at the 
earliest possible moment whether or not his drafts are being 
duly honored, so that in the event he may have ready a second 
shipment to the drawee he may take immediate steps to for- 
ward it International business is much like domestic busi- 
ness and it is conducted largely upon the credit of the 
buyer, but sellers are not overanxious to increase the amount 
of their credits outstanding when the buyer is thousands of 
miles distant. Much delay to the customer's business, how- 
ever, is avoided through this simple service on the part of 
the bank in sending notice of acceptance and of payment to 
him. At the time of receiving and sending these advices of 
acceptance and payment the bookkeepers in charge of the bills 
discounted ledgers enter these facts in the proper places on 
the books. 

The Books of Record 

Two important books of record are kept in the foreign 
discount department: the bills registers, and the bills dis- 
counted ledgers. 
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Bills Registers 

The bills registers, a sheet of which is illustrated in Form 
55, serve a variety of functions. In the first place they 
are used to indicate the contingent liabilities of borrowers 
under foreign bills discoimted. In the second place they con- 
tain a detailed record of each transaction. They are therefore 
used for reference whenever it becomes necessary to refer to 
any transaction. In the third place these registers serve as a 
tickler for bringing to attention items which are retarded in 
the collection process and which should be followed up. 

A separate volume of the bills registers is kept by each 
unit and there is a separate space in this register for each 
customer whose business is handled by this unit. When a 
transaction first comes to the attention of the unit, entry is 
made in the bills register to show the date the item is offered 
for discount, number assigned to the item, customer's number 
or letter date, the name and address of the drawee, the nature 
of the merchandise, and the tenor of the draft. Entry showing 
the face value of the draft is also made in the "Debit Amount" 
column of the register. Upon the following morning the 
bookkeeper of the unit receives a memorandum in the form 
of a copy of the remittance letter which shows that the item 
has been mailed. From this copy entry showing the name 
of the foreign collecting bank is made in the "Remitted To" 
column. This method of making the entry acts as a check 
that every item entered in the register has been actually mailed 
for collection. 

Upon the morning following the discounting of an item 
the general bookkeepers of the bank return to the proper unit 
of the foreign discount department the ticket debiting Bills 
Discoimted — Foreign, and from this ticket the unit head 
enters the rate of discount and the amount of discount in the 
proper spaces in his bills register. The method of making 
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these entries serves as a check that every item entered in 
the register has actually been paid for and that the proper 
bookkeeping tickets have gone through the machinery of the 
bank. 

At this time the imit head also indicates under the proper 
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Fonn 55. Bills 

heading "Approximate Due Date" the approximate date when 
the item is due abroad. When this approximate due date 
arrives, in the absence of advices to the contrary, the unit 
head fills in under the heading "Credit Amount" the face 
amount of the draft, thus reducing the contingent liability 
of the customer by the amount of the draft now presumably 
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paid. The balance under discount, if any, is extended in a 
column headed "Running." The purpose of this column is 
to give the observer at a glance the contingent liability of 
the customer. If after an item has been credited out of the 
customer's contingent liability on the presumption that it has 
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Register. (Size 22 x 17.) 

been paid abroad, the bank receives an advice to the effect 
that the item has not been paid, the amount of the draft is 
re-entered in the debit column of the register thereby restoring 
the amount of the customer's contingent liability. 

The last three columns of the bills register constitutes a 
tickler for items which should have attention. In a column 



Digitized by 



Google 



3o8 



PRACTICAL BANK OPERATION 



headed "Due New York" there is entered the approximate 
date when the relative advice of payment from abroad should 
arrive in New York. A column headed "Out B. D. Ledger" 
is used for recording the date upon which advices are received 
from abroad. Items which should have been heard from are 
readily brought to attention by means of the lack of an entry 
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Form 56. Bills Discounted 

appearing in the "Out B. D. Ledger" column on the ap- 
proximate date indicated in the corresponding "Due New 
York" column. Items of this sort are followed up by the 
correspondence clerks of the unit. Indication of the date upon 
which tracing operations commence is made in the "Dishonored 
or Tracing and Date" colimin of the register. 

The Bills Discounted Ledgers 

The bills discotmted ledgers (Form 56) are the depart- 
mental subsidiary ledgers containing in detail under various 
subdivisions the figures and attending explanations covering 



Digitized by 



Google 



FOREIGN DISCOUNTS 



309 



the charges and credits to the account on the general books 
called "Bills Discounted — Foreign." In this respect the 
account Bills Discounted — Foreign, controls the bills dis- 
counted ledgers and the sum of all the outstanding items on 
the ledgers at any one time should equal the debit balance 
of the Bills Discounted — ^Foreign account 
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In general these ledgers serve two purposes. In the first 
place they are used to record the numerous details relating 
to the remittance abroad and collection of an item from the 
time the transaction is first accepted and placed on the books 
of the bank until the settlement funds are received from the 
collecting bank in liquidation, or until the item is removed 
from the books of the department owing to dishonor abroad 
or transfer to the collection department. In the second place 
they serve to show, by divisions and banks, items in the hands 
of foreign collecting correspondents still tmpaid, and the total 
of such items substantiate the debit balance to the Bills Dis- 
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counted — Foreign account In connection with the above two 
uses they constitute a ready reference for information con- 
cerning any items discounted or purchased and charged to 
Bills Discounted — Foreign. 

The bills discounted ledgers are divided into four general 
subdivisions and items are entered under these subdivisions 
according to the collecting correspondent bank, its locality, and 
the nature of the items. In the first division there are included 
for entry all items collectible through branches of the New 
York bank, each branch being allotted a separate section. In 
the second division, the foreign currency ledger, are included 
all foreign currency items drawn on European colonial terri- 
tory, in which case, it will be remembered, the duplicate drafts 
are negotiated in Europe. In the third division, or "South 
American — ^various'* ledger, are entered all items drawn on 
South American territory not collectible through branches of 
the home office. The fourth division, or dollar ledger, handles 
all dollar items drawn on other than South American territory. 

The preliminary entries give the date, the drawer, the 
collecting bank remitted to, the tenor of the draft, the discount 
amount, the number, and the amount ; these are entered from 
the debit ticket, charging Bills Discounted — Foreign in columns 
provided, in the same manner that these details are entered 
in the bills registers. Every day a large volume of mail is 
received from the various collecting correspondents. This 
includes advices of acceptances, settlement statements, and 
advices of dishonor. This information is brought to the atten- 
tion of the bookkeepers, appropriate entries are made in the 
bills discounted ledgers, and other necessary steps are instituted 
in the liquidation of items. 

Upon advice from abroad that an item has been accepted, 
entry is immediately made under the "Actual Date of Ma- 
turity*' column indicating the date when the item is due abroad. 
Then, allowing for time to transmit the advice of payment 
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from abroad, entry is made under the "Due Date New York'* 
column. The customer is advised of the acceptance of the 
item and this fact is also noted in a column in the ledger. 
When an item is paid entries are made in accordance under 
the "Date Letter Payment" and "Advise Customer Payment" 
columns, and when the ticket crediting the account Bills Dis- 
counted — Foreign comes back from the general bookkeepers, 
the item is stamped out* of the "Out B. D." column and the 
value date of the remittance from abroad is entered in its 
proper column. In case items are dishonored or taken out 
of Bills Discounted — Foreign for some other reason, ap- 
propriate remarks are noted in a provided column and the 
items are stamped out of the ledgers. 
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CHAPTER XII 

LOANS 

Characteristics of Loans 

A second form of bank investment is the loan. A loan 
in the banking sense may be defined as an advance of 
funds, generally in the form of bank credit, made with the 
understanding that the borrower is to pay the interest on his 
loan either at stated intervals or at the time of maturity of 
his obligation. The principal difference between a loan and 
a discount is that in making a discount the bank deducts its 
charge at the time the accommodation is negotiated, while in 
making a loan it collects this charge at a later date. Again, 
the discount is necessarily payable at a definite time, while 
the loan is quite frequently payable on demand. In practice 
generally there is also a difference between the loan and the 
domestic discount in the matter of security. The term "loan" 
in almost all cases signifies a secured loan, while the term 
"discount," in the domestic sense, quite generally signifies an 
unsecured one.^ 

Classification of Loans 

With respect to security there are four main classes of 
loans: 

1. Loans secured by stocks and by bonds as collat- 

eral. 

2. Merchandise loans. 

3. Loans secured by receivables. 

4. Advances made upon arrival drafts. 



* See page 258, text and footnote. 
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Loans Secured by Stocks and Bonds 

As the term indicates, loans secured by stocks and bonds 
consist of advances made to borrowers who have secured the 
advance by pledging stocks and bonds with the bank as col- 
lateral. This class of loans may be subdivided into two 
classes: (i) the stock exchange loan, and (2) the non-stock 
exchange loan. 

Distinction between stock exchange and non-stock ex- 
change loans is made primarily because of differences in the 
method of handling the two classes rather than because of 
differences in essential characteristics. There has sprung up 
in New York certain peculiar customs and unwritten rules 
which to a considerable extent govern the procedure between 
borrowers and lenders on the stock exchange board and give 
this class of loans a degree of uniqueness. In keeping with 
this fact, those of the bank's loans which are placed according 
to stock exchange procedure are termed "stock exchange loans" 
in this study, while those made upon stock and bond collateral, 
but not made according to stock exchange procedure, are 
termed "non-stock exchange loans." 

Merchandise Loans 

Merchandise loans are those made upon the security of 
warehouse receipts, bills of lading, and other documents cover- 
ing commodities. These loans are commonly met with in 
financing the manufacture and marketing of the great staples, 
such as wheat, cotton, meat, etc. So well-nigh perfect is this 
type of loan in its operation that by changing the collateral 
successively from bills of lading to trust receipts and from 
either of these to warehouse receipts, it is often the case that 
practically the same loan covers the progress of raw material 
from the primary market through the mill and in the retail 
market, the loan being paid off from the proceeds of retail 
sales. 
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Loans Made upon Receivables 

A form of loan which is used chiefly in dealing with cor- 
respondent banks is the loan secured by receivables. In bor- 
rowing under this plan the correspondent secures the lending 
bank by pledging certain of the notes, or receivables, which 
it has discounted for its customers. 

Loans Made upon Arrival Drafts 

Advances upon arrival drafts are loans made upon the 
security of drafts to which are attached bills of lading cover- 
ing shipments of goods. These are generally short-time 
advances made to a consignor of merchandise to bridge the 
interval of time during which goods are in transit These 
transactions occur in a variety of forms, but two of these 
forms in particular are worthy of note. 

The first type of loan made on arrival drafts occurs in 
connection with the shipment of goods to New York City. 
A transaction of this sort is quite frequently financed by the 
seller's drawing a draft accompanied by shipping documents 
upon the purchaser in New York City. The tenor of this 
draft is such that it is payable upon the arrival of the goods 
at destination and the shipping documents are to be released 
to the consignee upon payment The draft is then forwarded 
to the bank in New York City, and the bank presents it to 
the drawee, obtaining his assurance that payment will be forth- 
coming upon arrival of the goods. Upon the strength of 
this promise, secured by a lien upon the shipment afforded 
by the shipping documents and by the credit rating of the 
shipper, the bank advances fimds to the latter, charging him 
at the current rate of interest and reimbursing itself for the 
amount of the loan when it has collected the draft 

A second important use of the advance against arrival 
drafts occurs in the case of shipping goods from New York 
City, for example, to some other city. In an instance of 
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this sort the shipper draws a draft accompanied by shipping 
documents in the ordinary way, and he forwards them by 
mail or deUvers them to the New York bank. The bank 
examines the documents and if they are in order the loan 
against them is made for the customer, and the draft together 
with the docutpents is sent to the bank's correspondent in the 
city to which the goods have been shipped. When in due 
course of time the goods arrive and the draft is met by the 
consignee, funds are forwarded to the New York bank by 
the correspondent. The New York bank reimburses itself 
for the funds advanced and after deducting the interest, places 
whatever balance there may be to the credit of the customer's 
account. 

Classification of Loans According to Time 

According to time to run, loans may be classified as 
demand, time, and day loans. The time loan is made at a 
fixed rate of interest and for a definite time; 30, 60, and 90 
days, and 6 months are common terms. Demand loans, on 
the other hand, are payable at the option of either the borrower 
or the lender, and the rate of interest charged may fluctuate 
with the market. 

A common type of demand loan is the demand street, or 
call, loan. Such loans are made strictly in accordance with 
the usages of the New York Stock Exchange. They are 
generally negotiated through money brokers who are members 
of the exchange. The borrowers likewise are members of that 
organization. 

The day loan is made for the purpose of supplying the 
temporary needs of stock brokers. Brokers who have made 
arrangements to use this form of borrowing keep lodged with 
the loan department certain approved stocks and bonds. With 
these securities the broker executes a loan contract, either 
verbally or written, whereby he agrees that the securities are 
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to be held by the bank for the purpose of securing any day 
loan he may arrange for. Should such a broker need more 
funds than he has to his credit at the bank, he makes an 
arrangement, on the security of the collateral which the bank 
holds, to draw a stipulated amount for use during the day. 
At the close of his day, and before the bank closes, he restores 
his balance, thereby closing out the loan. Since such a loan 
does not continue for one whole day no interest is charged. 

Classification for Accounting Purposes 

The foregoing classification of loans has been given to 
bring out the varied characteristics of these advances. In the 
work of the bank the classification for accounting purposes 
is somewhat different. This classification is as follows: 

1. Demand street, which includes all call loans made to 

brokers who are members of the New York Stock 
Exchange. 

2. Demand merchandise, which includes demand loans 

made upon warehouse receipts and bills of lading. 

3. Demand loans, which includes demand loans other than 

those included in demand street and demand mer- 
chandise loans. 

4. Time merchandise, which includes all time loans on 

bills of lading, warehouse receipts, etc. 

5. Time loans, which includes all time loans with the ex- 

ception of those made on merchandise. 

6. Day loans. 

7. Advances on arrival drafts. 

Functions of Loan Department 

The work of caring for loans is performed by the loan 
department. This work consists of: 

1. Examining and accepting the collateral. 

2. Watching margins. 
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3. Attending to collateral substitutions. 

4. Computing and collecting interest 

5. Collecting loans as they mature or are called by the 

bank. 

For convenience the loan department also cares for certain 
discoimts secured by the type of collateral which it is better 
equipped to care for than is the discount department. 

In addition to attending to loaning the bank's own funds 
the loan department cares for the details of one of the most 
valuable gratuitous services which the bank offers to its cus- 
tomers, viz., loaning their surplus funds for them on call to 
stock exchange brokers. Call loans constitute a desirable 
investment for a portion of a bank's temporarily inactive funds 
because these loans are readily convertible into cash. Stock 
exchanges, however, are not directly accessible to banks, ex- 
cepting those located in a few of the large cities of the country. 
Of the few stock exchanges in the United States, the New 
York Exchange is by far the largest and it is the only one 
which can absorb funds offered in almost unlimited amount. 
Out-of-town banks therefore make call loans to members of 
the New York Stock Exchange through their New York City 
correspondent. The correspondent loans the funds in the 
usual way and it charges the customer's account for the amount 
involved. When the loan is paid off it credits his account 
for the face and the interest. The bank which loans the funds 
usually makes no charge against the depositor for this work, 
its idea being to furnish service and thereby to build up and 
maintain good-will rather than to make a direct profit. 

Non-Stock Exchange Loans 

With the exception of stock exchange and other loans made 
over the window, the loan department obtains the material 
for its work from the credit department of the bank in the 
regular way for offerings. The loan comes in the form of 



Digitized by 



Google 



3lJi PRACTICAL BANK OPERATION 

a note accompanied by collateral and an offering ticket, each 
of which items has been duly approved by the officers in 
charge of granting loans. The negotiating of stock exchange 
loans is not done by the officers' committees and the credit 
department, however, and this phase of the work deserves 
special consideration. 

Stock exchange call money is loaned on the board by money 
brokers who represent banks and other institutions, as well as 
individuals having money to lend on call. These brokers 
may work for the lender on salary or on commission, but there 
is no recognized standard rate to be charged for placing loans. 
Practically every one of the larger financial institutions places 
all its stock exchange loans through a broker who divides his 
time between making loans for it and dealing in securities. 
Stock exchange time loans are negotiated by a different group 
of loan brokers who call from bank to bank with their offer- 
ings. 

How the Rate for Call Loans Is Determined 

The rate at which money is loaned on the stock exchange 
is determined by supply and demand. As the brokers, or the 
"loan crowd," on the exchange meet together they are able 
to determine from the offerings and biddings what the market 
rate is for money. First is announced the renewal rate for a 
day. This rate is set by a committee of the stock exchange 
and applies to all loans which are to be continued from the 
preceding day. During the remainder of the day attention is 
devoted to new loans. The bid and offered rates which 
brokers are receiving for loans at the moment are termed 
the "market rates." These rates, of course, may move up or 
down during the day according to the supply and demand. 

In most instances the bank instructs its broker to loan 
at the market rate. When the market rate is high, however, 
it is the policy of the bank the practices of which are described 
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here, to give preference in the matter of rate to those bor- 
rowers who maintain accounts with it. In loaning funds for 
out-of-town banks and in loaning to other than depositors, 
however, the bank follows the market rate. 

The lending bank determines the sizes of the individual 
loans which it wishes to have placed. Call loans are made in 
blocks running from $25,000 to $500,000, but $100,000 is 
commonly thought of as a minimum. There is an irregular 
demand for loans in the smaller blocks and it is often impos- 
sible to place them at all. In publishing quotations of rates 
for loans the newspapers and financial bulletins consider only 
those pertaining to blocks of $100,000 or more. 

After the money broker has received notice of the amount, 
rate, and blocks in which the bank wishes its loans to be made, 
he places the individual loans as he finds bidders who are 
willing to take them under the term he is empowered to make. 
As he places the loans he notifies the bank of the names of 
the borrowers, the amounts loaned, and the rates. Later in 
the day messengers representing each borrower present the 
collateral for the approval of the bank and receive cashier's 
checks for the amounts of the loans. The collateral for each 
loan is enclosed in an envelope which shows on its face the 
rate, a list of the collateral enclosed, and its market value. 
The care of the loan department is to see that the collateral 
is acceptable and that the transaction conforms to the terms 
communicated to the loan broker. Official approval is given 
by an officer who signs the cashier's check. For the purpose 
of record the officer makes indication of his approval by plac- 
ing his initials on the envelope containing the collateral. 

The Lfoan Contract 

In making stock exchange call loans no note is used. In- 
stead of a note each broker signs and lodges with the bank 
a contract (Form 57) which covers all the loans which he 
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makes so long as he continues as a borrower. The contract 
is a lengthy form of document, but in essence it gives the 
bank authority to use the borrower's collateral to settle any 
indebtedness which may be owing from him. Not only does 
it give the bank authority to sell the collateral which has been 
lodged with it specifically for the purpose of securing a given 
loan, but it gives the bank a lien upon all securities and upon 
the deposit balance of the borrower in case his collateral is 
not sufficient to meet his loans. The contract also gives the 
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Fonn 57. (b) Loan Contract ^reverse) 

bank the right to require additional security of the borrower 
and to foreclose the loan without notice in case the additional 
security is not promptly forthcoming. The borrower waives 
notice of the proposed foreclosure in all cases and he agrees 
to permit the bank to become a purchaser of his collateral in 
the event of foreclosure if such collateral is sold on the stock 
exchange, at public auction, or at private sale. Finally, the 
borrower's contract is a continuing obligation and it mentions 
no specific loans and no specific collateral. Its effect therefore 



Digitized by 



Google 



322 PRACTICAL BANK OPERATION 

is to give the bank a lien upon any property which it may hold 
for the borrower to meet any obligation which he may owe. 

Method of Negotiating Day Loan 

The day loan is negotiated directly between the borrower 
and the bank. As has already been mentioned, many brokers 
who have occasion at times to use more fimds than they have 
to the credit of their accounts, arrange to supply the needed 
funds by means of the day loan in connection with which a 
quantity of collateral is kept on deposit. This collateral is 
covered by an agreement which is similar in scope to the 
contract for the call loan but which takes the form of a letter 
of transmittal accompanying the securities as they are sent 
to the bank. No note is used in negotiating a loan of this 
sort. The prospective borrower simply communicates his needs 
for fimds to the loan department which gives him authority 
to have checks certified up to the amount needed. At the end 
of the day the balance is restored and the loan closed out 

Loan Envelope 

As the loan comes to the loan department the individual 
items consist of a note, except in the cases of the call and 
the day loan, and an approved offering ticket, or in the case 
of a call loan a report of the bank's money broker and the 
borrower's collateral. Collateral is always filed in a standard 
form of envelope, illustrated in Form 58. Brokers" prepare 
their envelopes but the loan department attends to this work 
for other borrowers. On the outside of the loan envelope is 
placed the date, the name of the borrower, the amount of loan, 
a list of the securities enclosed together with the quantities 
and the market price of each, and the total market price if 
the collateral consists of stocks and bonds, or value of the 
security if other than stocks and bonds. 

When it is submitted to the bank the material making up 
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the loan is checked over to make sure all is in order. The 
collateral and the notes, if any, are checked with the offering 
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Form 58. Loan Envelope. (Size 5 x 11.) 

ticket or with the money broker's report, as the case may 
be, in order to determine that the amount and rate of the 
loans are correct. Then the collateral is counted and checked 
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with the list on the envelope. Before accepting the loan it 
is necessary that the collateral be examined to see that it 
conforms to the requirements which the bank sets up for its 
protection. This examination varies according to the type of 
security offered. 

Examination of Collateral 

In connection with merchandise loans, warehouse receipts 
and bills of lading are examined with a view to determining 
that they are bona fide, duly executed instruments, as evidence 
that the merchandise is in the hands of the warehouse or 
transportation company. This work has been materially aided 
by the operation of the Uniform Warehouse Receipts Act 
and the Uniform Bills of Lading Act which have been adopted 
by several states acting under the recommendation of the 
American Warehousemen's Association and the American 
Bankers' Association, also by the Pomerene Bill of Lading 
Act passed by Congress in 19 16. These acts have contributed 
much toward establishing uniformity in bills of lading and 
warehouse receipts, and thereby eliminating the uncertainties 
in estimating the value of such instrtunents and reducing the 
risks of loaning upon this type of collateral. 

The condition of the merchandise covered by collateral 
instruments is determined by means of certificates of weight, 
of appraisal, or grades, etc., which have been prepared by the 
various officials of produce, cotton, grain, and other com- 
modity exchanges, or by state officials. In some instances 
it is necessary that the bank have an appraisal of the com- 
modities covered by the bills of lading or warehouse receipts 
made by a disinterested party. 

The risk of the warehouse itself is also taken into con- 
sideration in estimating the worth of warehouse receipts as 
collateral. It is common to provide protection against this 
risk by having these instnmients accompanied by insurance 
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policies or certificates covering loss or destruction of the 
property. 

The reliability of the warehouseman is also an important 
element. Only warehouse receipts issued by independent 
warehousemen are acceptable to the bank. Each commodity 
exchange association approves of certain warehouses in its 
vicinity by designating that receipts issued by these warehouses 
shall be suitable instruments to be passed from buyer to seller 
and that delivery of these receipts shall constitute good de- 
livery of the merchandise represented in connection with 
trading on that exchange. The fact that a warehouse has 
been approved by an exchange is considered favorable, but 
such approval is not essential to acceptance of the instrument 
by the bank. The bank relies, rather, on its own knowledge 
of the credit rating of the warehouseman. 

In examining bills of lading the bank is not obliged to 
be on its guard against loss or damage to the property, since 
the transportation company is legally the insurer of the goods 
which it carries. Certain other risks, however, attend loaning 
upon bills of lading. The bill of lading does not guarantee 
the quality of the goods which it covers, and in many instances 
it may be stamped "Shipper's Load and Count" or "Packages 
Said to Contain" a certain quantity. The value of the bill of 
lading as collateral for the loan therefore depends entirely 
upon the credit standing of the borrower. 

Examination of Stock Exchange Collateral 

In examining and approving collateral supporting stock 
exchange loans, the first fact ascertained is that the security 
is listed on the exchange. The fact that a security is listed 
on the exchange gives the bank a triple degree of protection: 
( I ) listing is a condition precedent to salability on the exchange 
in the event that the bank finds it necessary to foreclose; (2) 
in favorably passing upon an application to list, the committee 
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of the exchange necessarily passes upon the validity of an 
issue; and (3) concerns whose securities are listed on the 
New York Stock Exchange are required to submit periodical 
reports or statements of financial condition for publication by 
the exchange. For these reasons listed securities are always 
required for collateral in stock exchange loans and they are 
desirable for all classes of loans. 

Good Delivery 

In examining collateral, care Is taken to see that it is in 
negotiable form so that it may be sold in case of default by 
the borrower. Securities are transferred from one owner to 
another by assignment on the books of the issuing concern. 
The borrower gives the bank an assignment in blank or a 
power of attorney empowering it to transfer ownership to the 
securities in case it becomes necessary to do so. In approving 
the assignability of collateral the bank is guided by the stock 
exchange rules for good delivery. The term "good delivery" 
signifies that the stocks and bonds under consideration are in 
proper form and that the seller's title to them is ^uch that 
it may be transferred. These rules cover the kinds of stocks 
and bonds which can be sold and the imits in which they shall 
be traded, together with the method of executing assignments 
and powers of substitution. They also designate the qualifica- 
tions in a legal sense which a person, firm, or corporation must 
have in order that they may sign assignments or powers of 
substitution. 

Proportions of Rails and Industrials 

After having determined that the collateral is in negotiable 
form the next care is to see that the kinds of collateral are 
in the right proportion. Most stock exchange loans are made 
upon security consisting of part railroad stocks and bonds and 
part industrial stocks and bonds. The former class is termed 
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"rails/* while the latter is termed "industrials." Each bank 
has its own opinion as to the relative merits of the two classes 
as collateral and in keeping with this opinion each has its own 
policy regarding the amoimt of the relative proportions of 
these two classes which it will accept. Due to the greater 
stability of the railroad securities and to the fact that they 
have been better known, and hence more readily marketable 
without loss in the past, many banks favor these securities 
over the industrials. The bank whose practices this book 
delineates, for example, makes it a policy to loan upon all- 
industrials collateral only in rare instances and then at a higher 
rate, but it lends quite freely upon all-rails collateral. 

The bank makes the majority of its loans, however, on 
mixed collateral. Its policy is to require that at least 50 per 
cent of the collateral shall consist of railroad securities. Mixed 
collateral is particularly desirable because quite frequently the 
market factors which influence the one have little effect on 
the other; hence the bank distributes its risk by having its 
loans based upon both. The collateral is accordingly examined 
for the proper proportion of rails, and in case the proportion 
is not deemed sufficient the loan is either refused or the broker 
is told to bring additional rails. 

The total number of issues making up the collateral is an 
important consideration in approving collateral. The risk of 
the bank is distributed by having several issues represented 
rather than a very few, while, on the other hand, the fact 
that too many issues are represented might indicate blocks 
too small to constitute "good delivery" on the stock exchange 
or it might indicate that the offering is composed of too many 
low-priced issues. The total number of shares or bonds con- 
tained in the collateral is another important consideration. Too 
many low-priced issues tend to weaken the collateral. There 
is no fixed rule, however. Decision is made after consideration 
of the individual shares offered. 



Digitized by 



Google 



328 PRACTICAL BANK OPERATION 

Margin 

After having decided upon the acceptability of the col- 
lateral as to character, the next problem is to determine its 
adequacy. Adequacy of collateral is measured in terms of 
margin. Margin may be defined as an excess of market price 
or value of collateral over the face of the loan. It is expressed 
in percentage of excess of market value over face value. The 
custom of Wall Street banks is to require a 20 per cent margin 
on call 'oans, but certain brokers regularly follow the practice 
of keeping an even higher percentage than the banks require. 
This figure of 20 per cent is seldom deviated from by any 
bank in New York City in making call loans, regardless of 
the keenness of the competition. In making loans secured by 
United States Government bonds, however, the margin may 
be as low as 10 per cent. 

Examination of Non-Stock Exchange Collateral 

Unlisted stocks and bonds are examined in much the same 
way as are those which are listed. The requirements as to 
margin, proportions, etc., are, however, not standardized and 
each transaction is therefore subjected to individual considera- 
tion. Many issues offered as collateral for a loan are not 
traded in on any exchange ; hence no published quotations are 
to be had. Prices of such issues are obtained if necessary 
from some bond house in the vicinity. So extensive is the 
business of these houses that for each security which is traded 
in anywhere, there can usually be found some New York 
house which deals more or less extensively in that security 
and which is in a position to furnish a reliable quotation. Bank 
stocks are quite frequently offered as collateral. Many of 
them, however, practically never change hands. In arriving 
at the value of such stocks the bank takes the book value, 
which is readily accessible in its credit files. 
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Settlement with Borrower 

After the borrower's loan has been accepted by the bank, 
payment is made to him either by check or by a credit to his 
deposit account, according to his instructions. Stock brokers 
are given an engraved identification certificate which they must 
present to the bank when they pay off the loan and obtain 
their collateral. This certificate is designed to protect the bank 
in making deliveries of collateral to the various messengers 
who call to pay off loans and is worded as follows: "Upon 
presentation of this order, together with check for the requisite 
amount, you will please deUver the proper documents to 
bearer." Each of these certificates contains a code nimiber 
and this code number is likewise stamped upon the loan 
envelope. 

Loan Cards 

After the loan has been accepted the details are entered 
upon a loan card (Form 59), of which there is one for each 
individual loan. The function of the loan card is to contain 
a record of the transaction from the time it enters the bank 
imtil it is closed out. These cards are kept by the margin 
clerks for their use in recording substitutions of collateral in 
a readily accessible form, watching margins, and selecting 
loans to be called in case of need. 

There is accordingly a distinctive color for each class 
of loans, and distinctive shapes to assist in distinguishing 
merchandise loans from loans made upon stocks and bonds. 
The loan card contains the name of the borrower, the date, 
the amount of loan, rate, kind of loan, and a detailed list of 
the collateral, giving quantities, kinds, market value, and total 
market value, as in the case of the face of the loan envelopes. 
In entering loans on the cards the margin clerks also verify 
the work of the window men in checking prices, extensions, 
totals, margins, proportions, eta 
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Loan Ledger and Tickler 

At the time of granting a loan, entry is made in the loan 
ledger. The function of this book is to show a detailed record 
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Form 59. Customer's Loan Card. (Size 5 x 10.) 

of each loan running. Each loan is given a separate space 
in the ledger. Those made each day are, however, entered 
consecutively in order that a list of the loans made during 
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each week may be readily compiled for the consideration of 
the directors of the bank. 

Postings to the loan ledger are made from the loan cards. 
At this time the following information is entered: name of 
borrower, amount of loan, rate of interest, and a list of the 
collateral. At later dates changes in collateral and in interest 
rates, interest collected, part payments on the loan, and settie- 
ment in full, are entered as the occasion may require. At any 
time, therefore, the loan ledger shows the condition of each 
loan being carried by the bank and its history. 

Time loans are entered in a tickler according to maturity 

dates. This book is more like the tickler of the note teller 

than the tickler of the domestic discount department in that 

its fimction is merely to remind the department that certain 

loans are falling due upon a given date, rather than to serve 

as a book for journal entries. 

• 
Loans-Made Journal 

The loan cards, loan ledger, and tickler contain only 
memorandum entries. Changes in the accounts of the bank 
occasioned by making loans are entered in the loans-made 
journal. In this book the loans made each day are recorded 
consecutively. The entry covering the transaction of making 
a loan consists of two parts : the debit represents the increase 
in the assets of the bank, and the credit represents the settle- 
ment made with the customer. Corresponding to these two 
parts there are two sides to the loans-made journal. The 
debit side shows the names of borrowers, the rate at which 
loans were made, and the amounts of the loans as debited to 
the proper accounts — Demand Loans, Demand Street Loans, 
Demand Merchandise Loans, Time Loans, Time Merchandise 
Loans, and Day Loans accounts. The credit side of the loans- 
made journal shows the credits arising from the method which 
was used in advancing the funds to the borrower. The amoimt 
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of the loan appears on this side as a credit to Renewals, 
Cashier's Qieck account, or customers ledgers, according to 
whether the loan was made in renewal of one already out- 
standing or whether funds were given to the borrower in the 
form of a cashier's check or credited to his account. 

In the case of advances made to borrowers upon warehouse 
receipts or bills of lading it is quite common for the loan 
department to handle the transaction as a discount deducting 
interest in advance. In an instance of this sort, of course, 
a credit arises to the "Discount Collected But Not Earned" 
account for the amount of discount, and this book accordingly 
has a column for recording such credits. 

The foregoing operations complete what is termed "putting 
on the loan." In the interval of time between the initial act 
of making the loan and the final act of receiving payment 
from the borrower the loan department is occupied with cer- 
tain activities which are quite distinctive ©f its work. Among 
these are caring for collateral substitutions, watching margins, 
computing and collecting interest, and collecting income from 
collateral for borrowers. Before considering the work to be 
done in connection with the payment of loans it is well to 
consider these interim operations briefly. 

Collateral Substitutions and Withdrawals 

A peculiarity of the collateral loan is that the borrower 
is permitted to withdraw portions of the collateral which he 
has lodged with the bank, substituting other securities in their 
stead. Much of the usefulness of the secured loan as an 
instrument of finance arises from this arrangement. By chang- 
ing collateral, a borrower can finance his operations on the 
strength of his inventory and still use any portion which he 
may need. 

In keeping with this, stock exchange brokers sell the securi- 
ties which they have pledged with their banks and withdraw 
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them for delivery under the sale. When the stock market 
rises, brokers withdraw the excess of their collateral over the 
bank's requirements as to margins and they may make part 
payments upon their loans at various times, each of which 
transactions necessitates the surrender of a part of the col- 
lateral. In withdrawing collateral each broker signs a sub- 
stitution certificate requesting the bank to deliver certain 
designated securities to him, and unless he reduces the amount 
of the loan by payment or the market value of the collateral 
has increased he requests the bank to accept certain other 
securities in exchange. 

Trust Receipts 

Changes in the collateral of merchandise loans may occur 
quite as frequently as in the case with stock exchange loans. 
Borrowers often substitute one commodity for another, or 
one grade for another of the same commodity. In most 
merchandise loans the bank permits borrowers to make partial 
payments and this necessitates the release of a portion of the 
security. Warehouse receipts are indivisible except by sur- 
rendering tlie document and securing new ones covering the 
parts into which it is desired to divide the security. When 
it is desired to release a part of the security covered by a 
document of this sort the bank requires the borrower to furnish 
a trust receipt (Form 60) or a certified check covering the 
full amount of the collateral. It then delivers the collateral 
to the holder and he withdraws the portion agreed upon, 
obtaining from the warehouse a receipt covering the amount 
still in storage. This warehouse receipt is returned to the 
bank, which then cancels the borrower's trust receipt or returns 
the amount of his check. 

Goods held in storage are quite frequently released for 
purposes of manufacture, sale, or transportation to another 
warehouse, etc., or for any combination of these operations. 
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The borrower obtains the goods from the bank by executing 
a trust receipt under which he agrees that title to the goods 
shall remain in the bank, that he will use the commodity 
released only for the purpose agreed upon, and that he will 
restore the value of the commodity to the bank after it has 
served the purpose agreed upon. The trust receipt depends 
for its value upon the credit standing of the one who executes 
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Fonn 60. Trust Receipt. (Size 7?^ x sJ^-) 

it, but it also lays a moral restraint upon the borrower in 
that it makes him liable for criminal prosecution for misapplica- 
tion of the commodity held, or of the proceeds of the com- 
modity in case it is to be sold. 

In accepting new collateral in place of released items this 
new collateral is given the same careful scrutiny as is collateral 
just being submitted in support of a loan. In considering stock 
exchange collateral, for example, the collateral must be 
negotiable and the proposed change must not disturb the 
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margin of the loan; the requirements as to the number of 
shares, number of issues involved, and the complexion of the 
loan — ^that is, the proportion of rails to industrials making 
up the total security — ^must be fully complied with. The signa- 
ture on the application is also carefully verified so that the 
clerks may assure themselves that the released collateral is 
being delivered to authorized persons. The letter of applica- 
tion is filed as evidence of the transaction in case differences 
arise. 

In practice it is not always possible to take time to examine 
in detail the complexion of each loan as substitutions are made. 
Accordingly the loan cards are examined at intervals, say 
weekly, and those borrowers whose loans have undergone 
changes in quality are notified that they must submit new 
collateral in order to bring the loan up to standard. 

Entry of collateral substitutions is made on the loan cards 
and in the ledger. On the loan cards each delivery is erased 
or crossed out and the collateral substituted is entered at the 
bottom of the list in the usual way. The total market price of 
the security is then revised in order that it may be evident 
that the margin is being maintained. In the ledger the date 
of delivery is stamped opposite each issue which has been 
released and entries are made of the substituted collateral 
received. By this means the loan ledger furnishes information 
as to when a given item of collateral was delivered should 
inquiry be made. 

Maintenance of Margins 

It will be recalled that the agreement with borrowers is 
that the bank may call for additional security to support their 
loans at any time it sees fit Where the collateral consists 
of merchandise and other forms than stocks and bonds it is 
rarely necessary for the bank to give detailed attention to 
the matter of margins. Stock exchange collateral, however, 
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is subject at times to violent fluctuations in value. The loan 
department therefore maintains a tickler service carrying the 
quotations from the New York Stock Exchange, and as the 
market falls to a point where a borrower's margin is not 
satisfactory, call for additional security is made. In theory 
the bank may call for additional margin at any time and if 
such margin is not forthcoming it may sell the collateral and 
close out the loan. This is very rarely done. In practice, 
imder normal market conditions margin calls are sent out each 
evening and the broker is required to restore his margin during 
the next day. Brokers keep their own records of the state 
of their margins and generally restore the margins promptly, 
so that it is rarely necessary to call a loan on accoimt of insuffi- 
cient margin. 

When the stock market is inactive the loan cards are 
examined each week, and this affords sufficient protection to 
the bank in the way of margins. In case of a violent down- 
ward market, however, a large part of the working force of 
the department is shifted to the task of watching margins. 
Under these circiunstances it becomes necessary to send out 
calls for additional security each morning and in some cases 
to notify borrowers by telephone. 

Changes in Interest Rates 

The understanding in connection with the stock exchange 
loan is that the bank is to charge each day a rate of interest 
in conformity with the renewal rate quoted on the New York 
Stock Exchange. In practice, however, the bank does not 
exactly follow this rate. In the first place special agreements 
may be made with certain borrowers to the effect that the 
bank will not raise the rates upon their loans beyond a certain 
point. As has already been noted, it is also the policy of 
the bank not to raise its rate above a certain point on loans 
to those who are its depositors regardless of what the stock 
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exchange renewal rate may be. On demand loans other than 
those made on call the rate may also fluctuate, but it usually 
follows the more stable general interest rate as charged on 
commercial paper and discounts. In connection with these 
loans only the larger changes in rate are followed by the bank. 
The loan department, after taking such matters of policy 
and agreement as these into consideration, attends each day 
to making whatever other changes are necessary. Changes of 
rates are entered in the loan ledger in order that interst com- 
putations may be made when the proper time for collecting 
interest arrives. A notice of the action of the bank in changing 
the rate on a loan is mailed to the borrower as soon as possible 
during the day on which the change takes place. This notice 
takes the form of a simple card, 6 x 3^, bearing the words, 
"We mark the rate of interest on your loans — ." In addition 
to serving the function of enabling the borrower to keep his 
records in order, this notice reaches him in time for settlement 
of the loan to be made the same day if the new rate is not 
satisfactory. 

Collection of Interest 

By custom of the Street, banks are entitled to collect 
interest on their outstanding call loans at the end of each 
month. The interest charge on other demand loans is collected 
on the same plan. On time loans the bank collects interest 
every three months. Borrowers also pay interest at the time 
of settlement of a loan, regardless of what other obligations 
they may have with the loan department. In collecting a loan 
the bank mails a statement to the borrower who setties either 
by sending remittance or by authorizing the bank to charge 
his account for the amount involved. Bills for interest are 
entered in the interest book the f imction of which is to record 
outstanding bills for uncollected interest. When the bill is 
paid the account in this book is closed out and entry is made 
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in the loans-paid journal, to be presently described, crediting 
the Interest account for the amount received. 

Collection of Coupons 

During the life of the loan the bank performs certain 
incidental functions, such as collecting coupons from bonds 
held as collateral, making comparison of collateral lists, in- 
terest rates, and other matters with the records of borrowers, 
etc. The loan department collects the income from securities 
only upon the request of the owner. Coupons are sent to the 
coupon collection department where they are collected and 
accovmted for to the owner in the regular way. 

Collection of Loans 

It will be recalled that the agreement in connection with 
the call loan is that it may be paid by the borrower at his 
option and it is to be paid at the bank's call. On the part of the 
bank, call loans are considered a form of secondary reserve. 
In times of need for funds, therefore, the bank relies in part 
upon its outstanding stock exchange demand loans to supply 
the deficiency. In keeping with its policy of furnishing to 
its customers every accommodation consistent with good busi- 
ness, the bank protects those borrowers who are on its list 
of customers by calling the loans of others first. The proceeds 
of such loans are generally sufficient to care for the needs 
of the bank. So far as the bank is concerned, call loans made 
to customers are therefore generally permitted to continue for 
a considerable time. 

Method of Calling a Loan 

While by agreement a stock exchange call loan is payable 
at any time during banking hours, it is a custom of the Street 
to consider each one as running for at least one day ; that is, 
loans made today are by custom not callable until the following 
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day, except those made on Saturdays. In calling a loan the 
bank sends a standard form of notice (Form 6i) to the 
borrower before 12:15 ^^ order to give him time to arrange 
to pay the loan the same day and thereby obtain possession 
of the collateral. The broker then has until 2:15 p.m. to pay 
his obligation and take possession of his collateral. In paying 
the loan, whether at his own option or upon call by the bank, 
the borrower presents a certified check together with the 
identification certificate which the bank gave him at the time 
of making the loan. The bank then delivers the collateral. 
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Form 61. Notice of Call of Loan. (Size yJi x 3)^.) 

Since the borrower generally sends a messenger to pay his 
loan, the bank is obliged to assure itself that the messenger 
is authorized to receive the collateral to be returned. This 
is accomplished by means of the identification certificate and 
by verifying the signature on the certified check. After pay- 
ment has been made the identification certificate which has 
been surrendered by the borrower is filed as evidence that 
payment has been made and that collateral has been delivered. 

Collection of Time Loans 

Time loans are collected as they fall due. The tickler 
indicates those maturing each day. To forward a loan for 
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collection, as is done in fhe case of a discount, would result 
in the release of the security; hence the bank notifies the bor- 
rower of maturities and it expects him to send funds in pay- 
ment In order to give the borrower ample time to arrange 
to meet his obligation, maturity notices are mailed some two 
weeks before the loan is to be paid. The borrower pays by 
sending a remittance covering the face of the loan and accrued 
interest, or by having the bank charge his accoimt; then the 
bank releases his collateral and disposes of it according to his 
instructions. When the loan is paid, entry is made in the 
ledger to close out the account and the corresponding loan card 
is filed away for reference. 

Prepayment, Part Payment, and Renewal of Loans 

Loans are quite frequently renewed, paid in part, or pre- 
paid. Occasionally borrowers may receive funds which make 
it unnecessary for them to have borrowed money, and they 
naturally apply to the bank for permission to prepay their 
loans. The loaning bank does not encourage this practice, 
for it may easily be abused by arranging loans when money 
rates are high and prepaying them when they are low, and 
if the interest were refunded at the higher rate the borrower 
might borrow elsewhere at a lower rate to prepay his out- 
standing obligation. It is usual to compute the interest refund 
at a rate of interest that can be obtained in case the fimds 
are reinvested. When a loan is renewed the maturing obliga- 
tion is canceled and stricken from the records as a paid loan 
would be ; then the renewal loan is put on as a new loaa 

The Loans-Paid Journal 

The various changes in the accounts of the bank occasioned 
by the payment of loans and interest are recorded in the loans- 
paid journal. The debit side of this book records the changes 
in accounts occasioned by the method of payment used by 
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the borrower. It therefore contains the following informa- 
tion: rate, name of borrower, debit to accoimt involved in 
the method of payment, as under Renewal Loan, Charge 
accoimt, or cash; loan number; ledger folio; and debit to 
Interest accoimt for rebates made on interest in connection 
with prepayment. The credit side of this book shows the 
credit to the Interest account for interest collected, and to 
the asset account reduced, according as the loan paid was 
a demand, demand street, demand merchandise, time, time 
merchandise, or a day loan, together with a credit to the 
Exchange account for exchange assessed on obligations pay- 
able out of town in accordance with the clearing house rules. 

Earnings from Loans 

The earnings on loans differ from those on discounts in 
that the latter are paid for in advance while the former are 
in many cases paid for after they accrue. To find the amount 
of interest which has accrued on loans during the fiscal month, 
interest sheets are used. In order to classify earnings accord- 
ing to kinds of loans there is one sheet for each class — demand 
street, demand merchandise, time merchandise, etc. These 
sheets are ruled with columns for each rate at which loans 
run. Each line of the sheet contains the business of a given 
day. From the loans-made and loans-paid journals the total 
amount of loans running at each rate is obtained and entry 
of those amounts is made in the proper spaces on the interest 
sheets. At the end of the month the total amount running 
at each rate is found by footing the columns of these sheets. 
By computing interest at the given rates for one day on the 
corresponding total amounts running, the total earnings from 
loans are obtained. This earnings figure is credited to Interest 
and charged to an asset account entitled "Interest Earned But 
Not Collected." 

During the month payments of interest bills are constantly 
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being made. For such payments the Interest Earned But 
Not Collected account is credited. This account, which appears 
on the general books of the bank, therefore, shows the amotmt 
due the bank for uncollected interest accrued on loans. 

Accounting for Loans Made for Customers 

A word should be said at this point concerning the loans 
which the bank makes for its customers. These loans are 
treated with the same care and in the same manner as loans 
made by the bank for its own account, except the fimds are 
f lUTiished by the customer. 

As between the bank and the owner of the funds the rela- 
tion is one of agency. The lending or agent bank therefore 
keeps its principal, the owner of the funds, fully informed 
as to the details of the transaction. At the time of making 
the loans the bank sends the client a notice giving the rate 
and a list of the collateral. It also notifies him of all the 
changes in rate and in collateral. See form of notice shown 
in Form 62. 

The bank gives the same care in regard to passing on 
collateral, watching margins, caring for collateral substitutions, 
changing interest rates, etc., on loans made for customers as 
it does to its own loans. In addition such loans are subject 
to control by the client He may have the loan called at 
his option or he may refuse to accept the collateral offered 
or the interest rate obtained, as he sees fit. In addition to 
exercising its own judgment regarding loans made for cus- 
tomers, the bank also sees that any orders he may send are 
promptly executed. 

Separate records are kept for customers' loans. These 
consist of a customers' loans made and paid journal, which 
combines the fimctions of the loans-made and the loans-paid 
journals, and a customers' loans ledger, which is the counter- 
part of the loans ledger. 
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The customer provides the funds to be loaned by sending 
a remittance or by having his deposit account charged. To 
offset this debit a credit is made to an account termed "Funds 
Loaned for Customers." As customers' loans are paid off, the 
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proceeds are restored to them by crediting their deposit ac- 
counts or sending them remittances. To offset credits made 
in this way, debits are made to the Funds Loaned for Cus- 
tomers account. The balance of this account therefore shows 
the liability of the bank to its customers for loans which it 
holds for them. 

In making loans for customers the bank keeps the asset 
account representing the loan itself separated from those 
representing its own loans. When made, these loans are 
charged to an account entitled "Customers' Loans." Likewise 
when the loan is paid off, this account is credited. The balance 
therefore represent^ the amount of loans running for cus- 
tomers. 

Loan Department Proof 

At the close of the day a proof of the operations (Form 
63) is prepared and sent to the general bookkeepers. Like 
the proof of the domestic discount department this proof shows 
a summary of the entries arising from the work of the depart- 
ment. These entries may be summarized as follows: 

1. The loan accounts — Demand, Demand Street, Demand 
Merchandise, Time, Time Merchandise, Day, and Customers 
Loans — are debited for loans made and credited for loans paid. 

2. The Funds Loaned for Customers accounts are credited 
for liability incurred to customers for loans made for them 
and debited when such loans are paid and settlement rendered 
to the customer. 

3. Interest Earned But Not Collected account is debited 
for monthly earnings accrued and credited for payments re- 
ceived for interest. 

4. The Interest account is credited for montfily earnings. 

5. The Cashier's Check accoimt is credited for checks 
issued. 

6. The customers' accounts are : 



Digitized by 



Google 



LOANS 347 

(a) Debited for: 

( 1 ) Loans which borrowing customers have 

paid off by having proceeds charged 
to account 

(2) Funds to be loaned which customers 

provide by authorizing the bank to 
charge their accounts. 

(3) Interest which borrowing customers 

have paid by authorizing the bank to 
charge their accounts. 

(b) Credited for: 

( 1 ) Proceeds of loans made credited to the 

accounts of borrowing customers. 

(2) Settlement of the proceeds of paid loans 

made for customers who desire the 
bank to settle by crediting their 
accounts. 

7. Note Teller— debited for the cash items received dur- 
ing the day by the loan department 
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CHAPTER XIII 

BONDS 

Bank Transactions in Bonds 

A bank may engage in security transactions either for its 
own account or for its customers. Securities held for the 
bank's account consist of bonds and, if the bank is a member 
of the federal reserve system, of stock in the federal reserve 
bank of its district, and possibly stock in other banking cor- 
porations authorized by the Federal Reserve Act. The purpose 
of holding such securities may be: (i) to obtain income from 
them as investments; (2) to obtain certain privileges; and 
(3) to assist the government in its financing. In handling 
securities for customers the object may be either to obtain 
the profits of underwriting or to furnish service, or both. 

It is not generally considered good policy for a commercial 
bank to invest heavily in bonds. While bonds may at times 
have attractive features their non-liquidity, in the sense that 
they are not self-liquidating on a short-time basis, stamps 
them as outlets for investment funds such as those gathered 
together by savings banks and institutions acting in some 
fiduciary capacity, rather than for the funds of a commercial 
bank, which are repayable on demand. It is, however, generally 
considered safe for a commercial bank to invest in bonds up 
to an amount equal to its combined capital and surplus since 
these funds represent the interest of the owners in the business 
and they are not repayable on demand. 

Privileges Carried by Bonds 

Aside from a certain attractiveness purely as investments, 
certain bonds carry with them legal rights and privileges which 
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are, or at least have been in the past, more or less valuable 
to a bank. Among these privileges should be mentioned those 
connected with the deposit of bonds to secure the circulation 
of national banks and to secure public deposits. At the' incep- 
tion of the National Banking Act Congress provided that any 
bank organized under this act should have the privilege of 
issuing bank notes to an amount equal to not more than its 
capital stock, provided it purchased and kept on deposit with 
the United States Treasurer collateral security in the form 
of certain United States bond issues to an amount equal to 
the face value of the proposed bank note issue. The national 
government also requires that banks which hold public fimds 
and postal savings on deposit shall pledge certain acceptable 
issues of bonds with the Treasurer to secure such deposits. 
Most state and mimicipal governments likewise require the 
pledging of certain securities by banks which deal with them 
as depositories and in other relations. Each of these acts 
was designed to a certain extent with a view to providing 
the various governments concerned with a ready market for 
their securities and in the past such acts have offered induce- 
ments to banks to become extensive owners of the favored 
issues. 

Ownership of Stocks 

In this same connection should be mentioned tfie bank's 
holdings of stock in the federal reserve bank of its district and 
stock in other banks permitted by the Federal Reserve Act. 
At its inception the Federal Reserve Act provided that a 
national bank should come into the new system within a certain 
time or lose its charter. At the same time the act provided 
tfiat each member bank must subscribe to and own a portion 
of the capital stock of the federal reserve bank of its district 
equal to 6 per cent of the capital and surplus of the member 
bank. National banks if they desire to do so are permitted 
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by the Federal Reserve Act to own stock of certain other 
banks authorized by the act In the first place a member 
bank may invest an amount not exceeding lo per cent of its 
paid-in capital and surplus in the stock of other banks chartered 
under national or state law and engaged principally in foreign 
banking. Several of the large member banks have taken 
advantage of this privilege with the result that a considerable 
ntunber of subsidiary banks are operating in the international 
field. In the second place a national bank may also invest 
in the capital stock of corporations organized under the so- 
called Edge Act, but its total investment in the stock of 
these corporations, together with that in other international 
banks, cannot exceed lo per cent of its paid-in capital and 
surplus. 

Assisting Government Financing 

Purchasing bonds with a view to assisting the govern- 
ment in its financing hardly needs a detailed description. In 
times of great public danger, as during the World War, the 
banks of the United States freely subscribe to the war loans 
of the government. While in making these subscriptions the 
banks are actuated in part by a desire to realize income from 
these securities and in part by a desire to furnish service 
to those of its customers who wish to purchase these bonds, 
the whole volume of these operations cannot be attributed 
solely to these motives. The paramount aim of the bank, after 
all, in such times is to aid the national government 

Purchase and Sale of Securities 

In addition to dealing in bonds as an investment, a bank 
located in the chief security market of the country is in a 
position to perform a particularly important service for its 
customers in making purchases and sales of securities. The 
individual customer goes to his bank for advice and recom* 
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mendations as to investments. The out-of-town correspondent 
in turn often looks to its New York City bank to furnish a 
similar service. In the actual purchase of securities for in- 
vestors the banks are likely to be called upon to execute their 
customers' orders. Again, out-of-town national banks look 
to their city correspondents to purchase the bonds which they 
use in securing circulation, public deposits, and for similar 
purposes, and to sell them when no longer needed. Savings 
banks and similar institutions look to the same source for 
bonds in which to invest their funds. Thus the large metro- 
politan bank becomes an important factor in investing the 
funds of the whole country — the funds of private investors, 
as well as those of banks. In such a case the bank usually 
transacts this business as a service for its customers, making 
a charge only for the brokerage or other expenses which it may 
incur. 

Organization for Handling Bonds 

From the description of the relation of bonds to banks in 
general it is readily apparent that the scope of the activities 
of a metropolitan bank with respect to bonds is most far 
reaching. In fact, such a bank not only purchases and holds 
bonds as an investment but it deals in bonds at retail and at 
wholesale. As a dealer at wholesale, under the meaning of 
the term used here, the bank participates in underwriting 
S3mdicates for placing new issues of stocks and bonds in the 
hands of investors. In this connection the bank performs 
tfie characteristic function of an investment banker. By "deal- 
ing at retail" is meant the purchase and sale of stocks and 
bonds, principally the latter, in the market, either for profit or 
as an accommodation for customers. 

These two last mentioned will be recognized as more prop- 
erly tfie functions of a bond house, and it is not considered 
the best policy for a bank to conduct these operations in 
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close connection witii its regular commercial transactions. In 
the operation of the bank the practices of which make up 
the material for this study, therefore, an affiliated or sub- 
sidiary bond house has been put in operation for the purpose 
of engaging in underwriting syndicates and dealing in bonds 
and preferred stocks at retail. Under an arrangement of this 
sort the bond department of the bank proper confines itself 
to purchasing, selling, and holding the bonds and stocks owned 
by the bank itself, and to executing certain orders for cus- 
tomers. While the work of the affiliated bond house is so 
closely related to that of the bank that these institutions may 
be considered as one in so far as their commercial efforts make 
up a complete financial service to their customers, it is advis- 
able to confine the present discussion to the work of the bank 
itself. Hence the work of underwriting syndicates will not 
be discussed here at any length. 

Sources of Bond Supply 

The purchase of securities may be made through different 
sources depending upon their nature. Original issues of gov- 
ernment securities, of which the certificate of indebtedness 
is the one in most common use at the time of writing, are 
obtained through the federal reserve bank. The bank is noti- 
fied of the floating of a new issue of these securities some 
time in advance of its appearance, and the amount of the 
issue which it desires to purchase for its own account is de- 
termined by the management in accordance with the policy 
which is being pursued in the purchase of these government 
obligations. In obtaining other bonds the bank purchases 
them through a broker on the New York Stock Exchange, 
over the counter, or from an underwriting syndicate. Among 
these methods of dealing in bonds in New York City, the 
second predominates — about three-fourths of the volume of 
trading is done over the coimter. 
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Purchase Ticket 

When the bank official in charge of this division of the 
work has purchased a block of bonds or subscribed to a govern- 
ment issue, he sends a notice of the fact to the bond depart- 
ment. Here a record of the transaction is at once made upon 
a purchase ticket (Form 64). These tickets, which are num- 
bered serially, give the date ; the name of the party from whom 
the purchase is made; the par value of the issue; the kind 
of bonds, whether registered or coupon; the kind of security; 
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Form 64. Bond Purchase Tickets. (Size 7H x 4.) 

the price ; the coupon rate ; the maturity date ; and the interest 
periods. Spaces are also provided for notations as to payment 
on the bonds, such as cash, send check, credit account, etc 
A check mark is placed after the proper notation in this regard 
and also after the notations "Regular Delivery," "Await 
Bonds,'* "No Instructions," and "Confirmed," according to 
the details which have been received in regard to the purchase. 
The ticket is then filed away to await the time when the 
corresponding securities come into the possession of the 
bank. 
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Receipt of Bonds into Vaults 

At a time in keeping with the stock exchange rules for 
making delivery or, in the case of new securities, upon the 
date of issue, the seller delivers the bonds, which are coimted 
and examined to see that they conform to the bank's order in 
every way, that all unmatured coupons are attached, that 
signatures are genuine, etc. In case all is found to be in 
order the seller is paid by a cashier's check, drawn to cover 
the amoimt or a credit passed to his account, if the transaction 
is to be handled in this manner. 

The bonds are then filed in the vaults, the securities of 
each issue being kept separate from all others. Henceforth 
whenever an addition or subtraction is made to the amount 
of an issue held in the vaults by means of a sale or purchase, 
the issues involved are carefully counted to make sure that 
the records are correct. The amount of bonds on hand in the 
vault is indicated by a vault record showing additions, with- 
drawals, and balances held. 

After the bonds have been received the purchase ticket is 
completed by entering in the space provided for the delivery 
data, the date of delivery, the par value, the principal, the 
interest, and finally the total amount paid for the bonds. This 
ticket now gives a complete synopsis of the transaction, and 
from it the proper entries are made to the books. 

Bought Register 

The most important of the records concerned with the 
purchase of the securities is the "bought" register, illustrated 
in Form 65. This register is kept by days; that is, there 
is a separate section for the work of each day. On the debit 
side of this book is recorded the purchase ticket number, the 
rate, the par value, a debit to Interest Earned But Not G>1- 
lected account for the amount of interest paid the seller, and 
a debit to the asset account affected for the cost of the prin- 
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cipal of the bonds. There are two of these asset accounts cor- 
responding to the classes into which the bank divides its hold- 
ings: United States bonds, which term includes all issues of 
the United States government; and bonds, securities, etc., 
which term includes all issues other than those of the United 
States government. On the credit side is recorded the credit 
involved in making settlement with the seller — Cashier's Check 
accoimt or the account of a depositor. In addition to giving 
a day book record of the purchases made this book also con- 
stitutes a journal. At the dose of each day the totals of 
the debit columns 'Interest Earned But Not Collected," 
''United States Bonds," "Bonds, Securities, etc.," and of the 
credit columns, '^Cashier's Checks" and "Depositors' Ac- 
counts," are transferred to the daily proof sheet whence they 
are posted to the general bookkeepers' accounts. 

Income from Bonds 

Interest earned on bonds is paid by the debtor at regular 
intervals, usually semiannually. As has already been indicated, 
the bank keeps its profit and loss accotmts on a monthly basis; 
hence it is necessary to account for the interest accrued each 
month. Records to care for these accruals appear in the 
bond ledger to be described later. In this book all bonds 
of each issue held by the bank are entered in a separate ac- 
count; e.g., all bonds of the United States Liberty First 3j^'s 
issue held by the bank would be shown in the bond ledger 
account maintained with this issue. As new securities are 
bought or as sales are made the new balances resulting are 
brought forward. 

The accruals on each issue are cared for as follows: Dur- 
ing the current month in a column of the ledger headed "Debit 
Interest Earned But Not Collected" are entered debits to 
the Interest Earned But Not Collected account for interest 
paid to sellers on bonds of the issue purchased. In a column 
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headed "Credit Interest Earned But Not Collected" are 
entered credits to this account for interest collected from 
purchases, as the bank sold bonds of this issue. On the last 
day of the month, interest accrued on the issue is computed. 
In making this computation the par value held on the last 
day of the month is used as the base; the time is the time 
elapsed since the last coupon or interest payment date for 
the bonds ; and the rate is the coupon rate. The figure obtained 
in this way is added to the total of the credit column showing 
interest collected ; then the accrual figure from the preceding 
month plus the interest paid on purchases is deducted. The 
resulting figure represents the accrual on the particular issue 
for the current month. 

These figures for all issues held by the bank are credited 
to the Interest account and debited to Interest Earned But 
Not Collected on the bond department proof, whence the 
entries are passed to the general books. The accrual figure 
for each issue is entered in the debit "Interest Earned But 
Not Collected" column for that particular issue in the bond 
ledger. When, at the interest period for the issue, interest 
is collected, credit for the amount is made to the Interest 
Earned But Not Collected account. By this system the Bond 
Interest account for each month carries to the Profit and 
Loss account of the bank the actual earnings on hand. The 
Interest Earned But Not Collected account is, of course, an 
asset account which at the close of each month shows accurately 
the amount due the bank on unpaid interest on bonds. 

Collection of Bond Interest 

A close watch on all interest periods is kept. Maturity 
dates are shown by the bond ledger. Several weeks before 
the interest falls due coupons from coupon bonds are clipped 
and forwarded to the coupon collection department. The 
coupon collection department effects collection and credits the 
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Interest Earned But Not Collected account of the bond depart- 
ment. Thus as the interest is collected upon any given block 
of securities the account of Interest Earned But Not Q)llected 
is wiped out and there remains but the Interest account as a 
record of the earnings of the department 

In the matter of collecting interest on registered bonds 
the book entries are the same but the procedure in collecting 
is somewhat different. When the bank receives bonds of 
this class it has the seller execute an assignment in favor of 
itself or its nominee, the head of the bond department The 
bonds are then transferred on the books of the issuing con- 
cern. At interest periods the issuing concern forwards a 
check to die bank. Checks received for this purpose are 
credited to the Interest Earned But Not Collected account 
through the bond department direct 

Pledging of Bonds 

As has been previously observed, an appreciable amount 
of the bonds held by the bank is from time to time pledged 
to secure various state and United States government deposits, 
to secure the bank's circulation, to secure trust funds, etc. 
The bank also pledges bonds as security to foreign banks who 
accept for its account. 

Various methods are employed in holding pledged bonds. 
In many cases they are lodged with the federal reserve bank. 
They may, however, be held in the bank itself, in which case 
they are pledged to a nominee named by the federal reserve 
bank. In case the bonds are pledged to secure acceptances of 
foreign banks the securities are turned over to the customers' 
securities department, which holds them as nominee. In what- 
ever manner the pledged securities may be held, however, 
they pass out of the possession of the bond department; even 
though they are held in the bank they are lodged in a separate 
section of the vault entirely outside of the jurisdiction of the 
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department. While they remain the property of the bank they 
are subject to a contingent lien in that they may be appropriated 
in case the undertaking secured by the pledge is not carried 
out. 

To care for the accounting aspects of pledging, asset 
accoimts designating the nature of the pledges are set up. 
Thus there are such accoimts as United States Bonds to Secure 
United States Deposits, United States Bonds to Secure State 
and Other Deposits, etc. When a block of bonds is pledged, 
entries are made charging the proper pledged asset accoimt 
and crediting the asset account from which the pledged securi- 
ties were taken. Thus if United States bonds were pledged 
to secure circulation, the entry would consist of a charge 
to United States Bonds to Secure Circulation account, and 
a credit to United States Bonds account. Upon the termina- 
tion of the banking relation necessitating the pledging of any 
block of bonds, the bonds are again turned back to the bond 
department and the entry is reversed. 

In the matter of interest on pledged securities, the nominee 
of the institution holding the securities acts as the agent of 
the bank in collecting the interest when due. When col- 
lections have been made the interest received is forwarded 
to the bond department where it is handled in the usual 
way. 

Borrowing and Lending Bonds 

A practice sometimes met with is that of borrowing and 
loaning bonds. The effect of the monopoly granted to certain 
issues of United States government bonds especially to serve 
as collateral for securing circulation, public deposits, etc., has 
been to give these bonds abnormally high value on the market 
— a value so high indeed that there has been no profit in 
owning them. Under these circumstances a bank disposes 
of much of its own holdings of government securities at the 
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favorable market rate. To provide for its needs it arranges 
with an owner of bonds of the required issue to loan it the 
amount needed. The borrower holds the bonds under a trust 
receipt. For the accommodation it pays the owner a moderate 
rate of commission. While holding the bonds the bank col- 
lects the interest for the customer and this income together 
with the rate of commission which the bank pays him con- 
stitutes an attractive yield on the bonds. These borrowed 
securities are pledged for the purposes and in the manner 
previously described. To record its liability to the owner, 
the bank maintains an account termed "bonds borrowed" which 
is credited when bonds are borrowed and debited when they 
are returned. 

Likewise when a bank has a surplus of bonds on hand 
above its own requirements, it loans them to other banks. 
In loaning bonds the securities are charged to an account 
termed "Bonds Loaned," and turned over to the borrower 
on proper trust receipt. When the securities are returned 
to the bank the Bonds Loaned account is credited. The prac- 
tice of borrowing and loaning bonds, however, has been largely 
discontinued in recent years due to decreased needs on the 
part of national banks for the high-priced government issues, 
and it no longer forms an important part of the work of the 
bond department. 

Sale of Bonds 

It must not be assumed that all issues of securities are 
purchased by the bank and held by it until maturity. The 
bank may sell at any time to take advantage of an appreciation 
in the market or to obtain additional funds with which to carry 
on its operations. In this same category are sales of original 
issues of United States government securities to customers, 
inasmuch as the bank treats this transaction as a purchase 
made from the government and a sale made to its client. 
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Upon receipt of an order from an officer to sell bonds 
a sales ticket is prepared for the purchaser. This ticket is 
similar in form and composition to the purchase ticket already 
mentioned. In case funds are received to pay for the bonds 
before they are ready for delivery, the department prepares 
a due bill stating that the customer has paid for a certain 
amount of a series of securities of a certain issue. This bill 
is signed by an officer of the bank and forwarded to the 
customer, who holds it as a receipt pending delivery of the 
securities. When ready for delivery the bonds are coimted 
out and finally delivered according to the agreement made 
with the purchaser. In the sale of securities listed on the 
exchange the rules of good delivery are, of course, strictly 
adhered to, 

"Bonds Sold" Register 

At the time of the sale of any security entry is made from 
the sales ticket to the sold register. This register performs 
the same fimction in regard to sales that the bought register 
does with reference to purchases and is the same in form as 
Form 65, though slightly different in its ruling. On the debit 
side of this book are entered the sales ticket number, the rate, 
and the par value. Checks and other cash items received are 
sent to the note teller to be sorted and routed for collection; 
hence the sold register has a column to record such a charge 
for the amount received from each sale. If any loss has been 
sustained from selling the bond for less than its book value 
the amount of this loss is entered as a debit to the Bond 
Department Profit and Loss account. On the credit side of 
the register appear credits to the asset accoimts reduced by the 
sales. Unless, as is rarely the case, the bond is sold on its 
interest date, the purchaser pays the bank for the amount 
of interest accrued on the security since the last interest date. 
This amount is credited to the Interest Earned But Not Col- 
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lected account just as any other amount representing interest 
collected would be. Any profit realized from the sale due 
to the rise of the market value of the securities is here credited 
to the Bond Department Profit and Loss account. At the 
close of the day the totals of the journal columns of this 
book are transferred to the departmental proof whence they 
are posted to the general accoimts of the bank. 

Valuation of Bonds 

In the study of the bond department the question of adjust- 
ing values of bonds and the profit or loss resulting from their 
appreciation or depreciation in value while in the possession 
of the bank has been mentioned. Bonds, like stocks, are sub- 
ject to considerable fluctuations in price, in accordance with 
fluctuations in the general level of interest rates and changes 
in the trend of the earning power and strength of the issuing 
company. 

When a security is purchased by the bank both the par 
value and the market rate at which it was purchased, or the 
'*book value," as it is termed, are entered on the records. 
The par value, however, is used only in checking and describ- 
ing the issues, and figuring interest; it never appears as a 
figure affecting the assets of the bank. Charges and credits 
to the bond accounts are made only at the book value of the 
security. The intention is to have the book value agree 
approximately with the current market value. The term "ap- 
proximately" is used because in practice it is not worth while, 
or even possible, to change the book value of bonds to agree 
with each change in market price. At intervals the 
inventory of bonds held is gone over and the book values 
written up or down to correspond to the current market price. 
The amount of profit or loss occasioned by this operation is 
debited or credited to the Bond Department Profits accoimt, as 
the case may require. 
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Records of the Department 

In keeping with the negotiable nature of securities, the 
department maintains, in addition to the bought and sold 
registers already described, certain auxiliary records covering 
every detail of the transaction to which the bank is a party. 
These records also serve as a valuable source of information 
for answering inquiries received from the bank's customers 
regarding securities over which some controversy may have 
arisen. The principal auxiliary records are: 

1. The bond number book 

2. The bond ledger 

3. The security cards 

Number Book. The bond number book contains a record 
of the purchases, sales, and holdings of each issue by bond 
numbers. It is divided into two sections — ^the bought, and 
the sold. When the bonds are received, the date, the number 
of the purchase ticket upon which the transaction is recorded, 
the denomination of the bond and the individual number 
of each bond received, are recorded. As this is done a stamp 
is placed on the purchase ticket stating that the numbers of 
the securities described thereon have been recorded in the 
number book. When the bonds are sold the numbers are 
entered on the sold side of the number book, denoting that 
they have passed out of the bank's possession. This book 
is of great assistance in tracing bonds through the department, 
in detecting lost, stolen, or counterfeit bonds, etc. 

Bond Ledger. Another record of importance is the bond 
ledger. In this ledger a complete record of the bonds is 
maintained from the time of their purchase until their final 
disposition. For convenience there are two volumes, one for 
United States bonds held by the bank, and one for all other 
securities. A separate page is devoted to each issue held 
by the bank and a complete description of the issue, the rate, 
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when due, and interest periods, is noted at the top of the 
page. Each entry in the ledger shows the name of the com- 
pany or individual from whom the bonds were purchased 
or to whom they were sold. On the debit side information 
relating mainly to the purchase of the security appears. This 
is taken from the bought register and contains the following 
information: the date, the ticket number, the price, the par 
value, and the book value. In addition, the debit side of the 
ledger shows the amoimt charged to Bond Department Profit, 
if any, for loss due to selling the bonds at less than book 
value. To the credit side of the ledger is posted the data 
regarding sales as taken from the sales register. This con- 
tains the par value, the book value, and the bond department 
profit, if any, occasioned by selling at more than book value. 
The difference between the book value of debits and credits 
in the ledger at any given time is the total value of the 
securities being held by the bank. Should an issue of bonds 
which the bank holds fall due, be called for payment, or be 
sold in its entirety, the ledger sheets carrying the record of 
the issue are taken from the ledger and filed in the department 
for future reference should any question concerning them 
arise. 

In the ledger important data concerning the interest on 
the securities is shown. The date at which interest is due 
is recorded and also the amount due. This ledger space is 
consequently used as an interest tickler, dates on which interest 
payments are due on bonds held by the department being taken 
from it by the clerks in charge of this phase of the work. 
When the interest is paid the date on which payment was 
received is entered in the proper space provided for that 
information. The ledger also contains details of the Interest 
Earned But Not Collected account, as has been already in- 
dicated. 

Security Cards. For ready reference concerning any 
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security held, and to check the accuracy of the ledger, a card 
file is maintained. There is one security card, as these cards 
are called, for each issue held by the bank. On each card 
appears the name of the issue, the maturity date, and the 
interest dates. The card is divided into two parts — one part 
for purchases, and one part for sales. When securities are 
purchased entries showing the name of the party from whom 
the purchase was made, the date, the par value, and the book 
value, are made in the purchase section of the proper card. 
When a sale is made, the date, the name of the person to 
whom sold, the par value, the price at which sold, and the 
balance held by the bank, are recorded. These security cards 
are an important departmental record, since they furnish a 
quick and accurate source of information on matters per- 
taining to a given security. 

Supplementary Statements and Reports 

Two statements which greatly facilitate the official work 
in the supervision of the bond department and the general 
policy employed in regard to it are the statement of bond 
maturities and the statement of daily transactions. These 
supplementary records are prepared for the use of the bank's 
officials. It is important that the management of the bank 
know not only the true financial position of the institution 
as of a given day, but also that they look into the future 
in so far as it is possible. The maturity of a bond issue 
of which the bank is a large holder and the prospect of having 
the resulting idle funds to reinvest is a particularly important 
consideration for formulating the investment policy of the 
institution. To furnish information regarding maturities, a 
statement of bond maturities is prepared. This statement 
gives a record of the bonds falling due in less than one year, 
in from one to two years, two to three years, three to five 
years, five to ten years, and all over ten years. Another 
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important report is the statement of transactions for the day. 
This statement, which is sent to the cashier and the executive 
managers, shows the bonds on hand at the close of the busi- 
ness, their disposition if pledged, and a resum6 of every transac- 
tion made during the day. 

Bond Department Proof 

A proof of the day's operations (Form 66) is prepared 
and forwarded to the general bookkeepers' department as a 
basis for the entries which this department makes to the 
control accounts of the bank. The basis for these entries, as has 
been previously observed, are the bought and sold registers and 
the earnings book. A summary of the characteristic entries 
follows: 

1. Bonds, securities, etc. — ^this asset account, which repre- 
sents the amoimt of securities other than United States bonds 
held by the bank, is debited for all securities purchased and 
borrowed and for the amount of securities which are returned 
to the bond department by pledgees. It is credited for all 
securities sold, pledged, or loaned. 

2. U. S. Bonds on Hand — ^this account, which is similar 
to the former but includes only United States securities, 
is debited and credited exactly as is the Bonds, Securities, 
etc., accoimt when United States bonds are purchased, bor- 
rowed, loaned, sold, or pledged. 

3. U. S. Bonds to Secure U. S. Deposits; U. S. Bonds 
to Secure Bills Payable with the Federal Reserve Bank ; U. S. 
Bonds to Secure War Savings Stamps and Thrift Stamps; 
U. S. Bonds to Secure Acceptances of Foreign Banks; 
U. S. Bonds to Secure State and Other Deposits ; and U. S. 
Bonds to Secure Circulation; U. S. Bonds to Secure Trust 
Department Funds — ^these accoimts are charged when United 
States bonds are pledged for any of the purposes implied in 
the titles and credited when the bonds are released and returned 
to the bank. 



Digitized by 



Google 



BONDS 367 

4. Other Bonds to Secure Acceptances of Foreign Banks; 
Other Bonds to Secure U. S. Deposits; Other Bonds to Secure 
State and Other Deposits ; Other Bonds to Secure Trust De- 
partment Funds — ^these accounts, which are the counterparts 
of those mentioned in the preceding paragraph except that 
they cover bonds other than those of the United States gov- 
ernment, are debited when bonds other than United States 
securities are pledged for the purposes implied in the titles 
of these various accoimts, and they are credited when the 
bonds are released by the pledgees and returned to the depart- 
ment 

5. U. S, Bonds Loaned — ^this account representing bonds 
loaned to customers is charged when United States bonds are 
loaned by the bank and is credited when they are returned. 

6. Other Bonds Loaned — ^this account is debited when 
bonds other than United States securities are loaned and 
credited when the bonds are returned. 

7. Proceeds U. S. War Savings Certificates, Stamps, and 
Thrift Stamps — ^this accoimt, which represents the bank's 
liability to the government for sales of these issues made to 
customers, is credited for the amount of sales of these stamps 
and certificates when sold to the public and it is debited once 
each month for the entire amoimt, at which time a check is 
issued to the government for the amount due. 

8. U. S. Bonds Borrowed, and Other Bonds Borrowed — 
these accounts are credited when the bonds are received and 
debited when they are returned to their owners.. 

9. Interest Earned But Not Collected — ^this accoimt is 
charged as interest is earned on the bonds held by the depart- 
ment and when payment is made to sellers for accrued interest ; 
it is credited when interest earned is paid and when purchasers 
pay the bank accrued interest 

10. Interest — ^this accoimt is credited for interest earnings 
on securities each month. It is further divided into sections. 
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"Interest — Normal Tax Exempt" and "Interest — Income Ex- 
empt," to facilitate making the bank's income tax return to 
the government. 

II. Bond Department — Profits — ^this account is charged 
for all losses sustained by the bank due to selling bonds below 
the book value, and is credited for all profits made by the 
bank due to selling above the book value. 
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